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The New England Textile Mills 
and the Capital Markets: 
A Study of Industrial Borrowing 1840-1860* 


TUDY of ante-bellum economic development of the United States 

has been hampered by an acute shortage of reliable statistical data. 
Studies of the early capital markets are no exception to this general rule. 
For the years after 1856, Frederick Macaulay’s excellent study provides 
sufficient quantitative basis for general research; but, in the earlier 
years, only Bigelow’s single unsupported interest series provides the 
economic historian with statistical information on the condition of the 
credit market.’ 


I 


This paper presents a body of hitherto unanalyzed financial data, 
and these new series, although limited in their scope and coverage, 
appear to cast some additional light on the conditions and structure 
of the Boston credit market in the two decades preceding Lincoln’s 
election. Section II of the paper presents some new information about 
the suppliers of finance. Section III provides a monthly interest series 
that is independent of Bigelow’s estimates. Although in genera] the 


* The author wishes to express his thanks to his colleagues at Purdue University, and in par- 
ticular to Irving Morrissett and Jonathan R. T. Hughes, for their help and advice on matters of 
both content and zrammar. Moreover, the author wishes to acknowledge the aid of the Depart- 
ment of Political Economy of The Johns Hopkins University and of the Purdue Research 
Foundation that together financed the research on which this paper was based. 

1 Frederick R. Macaulay, Some Theoretical Problems Suggested by the Movements of Interest 
Rates, Bond Yields and Stock Prices in the United States Since 1856 (New York: National 
Bureau of Economic Research, 1938); Erastus A. Bigelow, Tariff Questions in the United States 
(1862). 
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new figures support the earlier findings, at several points the two 
series are in marked conflict. Finally, Section IV is devoted to a dis- 
cussion of the term structure of interest rates. Here the investigation 
indicates that the assumption of a sectored credit market better explains 
the interest structure than does an analysis based on the more traditional 
expectational theory of the term structure. 

In the mid-nineteenth century loanable funds were supplied by a 
wide range of lenders: commercial banks, savings banks, trust com- 
panies, insurance companies, private individuals, and business concerns. 
The heterogeneity of this group makes it extremely difficult to obtain a 
satisfactory quantitative description of the market from an investigation 
of the suppliers.” However, the existence of a considerable body of 
business records suggests the possibility of achieving this end through 
an analysis of the records of the borrowing institutions. For this study 
the loan records of eight “Massachusetts Type” cotton textile mills 
(the Amoskeag, Boston, Dwight, Cabot, Perkins, Lawrence, Lyman and 
Massachusetts Cotton) were used.® 

These textile records appear to provide a fairly adequate basis for 
a study of the Boston Credit market. The eight firms were all large 
integrated producers of cotton textiles, all were located close to the 
Boston credit market and maintained offices in that city, and all be- 
longed to the complex of mills that was associated with the early Boston 
mercantile capitalists. Thus the mills appear to have been a nearly 
homogeneous group of first class industrial borrowers; and, therefore, 
without stretching credulity too far, it is possible to assume that the 
eight were all identical in respect to risk. In addition, the firms were 
all voracious borrowers, consuming almost every available penny of 
credit, and borrowing from almost every existing type of lender. There- 
fore, the 2,385 loans in the study cut across the credit market and pro- 
vide a cross section of ante-bellum industrial finance in New England.‘ 
Moreover, although the mills were growing, their productive processes, 
their organization, their capital structure, and their channels of dis- 
tribution had been established before 1840 and changed relatively little 
thereafter. (Those firms that were organized after 1840 simply adopted 


2 In addition, the fact that there have been few attempts to analyse the financial records that 
do exist—in particular commercial bank records—further complicate any description drawn 
from the supply side. 

8 These records are on deposit in the Baker Library of the Graduate School of Business 
Administration, Harvard University, Boston, Massachusetts. 

4 The 2,385 loans represent about 80 per cent of the original cash loans of the eight firms. 
The remaining 20 per cent were excluded because of lack of adequate information, Trade credit 
was not included in the study. Finally, because borrowers frequently were permitted to renew 
loans at the rate prevailing at the time of the initial loan, renewals were also excluded. 
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the structure and techniques of the older firms.) Thus, there should 
have been no shifts in the structure of the firms that would have 
affected their borrowing habits. 

The study does not purport to describe “the” American money 
market, but the evidence indicates that for short-term credit its implica- 
tions may be broader than the Boston market alone. Ordinarily most 
textile credit was obtained from institutional sources in Boston; how- 
ever, when it became difficult to obtain funds in that city, the mill 
owners did not hesitate to turn to other areas and to non-institutional 
sources. Since the Massachusetts market operated under the terms of a 
6 per cent usury law,’ (a law that appears to have been fairly well 
observed, at least by the major institutional lenders, until the mid- 
1850's) and since during most of the period the rate charged by un- 
regulated lenders appears to have been very close to or in excess of 6 
per cent, the textile firms frequently found it advantageous to tap the 
New York money market where less stringent interest limitations 
existed. 

Despite the arbitrary limit imposed by the usury laws, the interest 
figures still provide considerable information about the conditions of 
the credit market. From the point of view of finance, these limited 
rates were, after all, the cost of credit. From the more general point 
of view, the condition of the economy, the existence of uncontrolled 
(out-of-state) and extra-legal lenders permitted a significant proportion 
of the loans to be contracted at “free market” rates. Loans made by these 
two groups served to “pull” the average above the legal limit in times 
of credit stringency, although the fluctuations were undoubtedly less 
and the normal rates undoubtedly lower than they would have been 
in an uncontrolled market.* 

However, if, because of the effects of the usury law, the actual rate 
was below the free market equilibrium rate for the period that seems 





5 General Statutes of Massachusetts, Chapter 53, Section 3, Laws of 1860. 

6It might be noted that the Boston experience with usury laws appears to have differed 
markedly from the English and, to some extent, other American experience. In England the 
usury laws forced the actual rate above what it would otherwise have been. There, the con- 
trolled institutions ceased making loans altogether whenever the free market rate rose above 
the legal limit. Instead these institutions moved into other assets yielding more competitive returns. 
In the western United States a similar siteation appears to have prevailed. Thomas Berry 
reports that in Ohio the usury laws resulted in a withdrawal from loan investment and a 
channeling of capital into inland bills on whrh the rate was not controlled. Thus increases 
in the rate of interest reduced the volume of credit. In Boston, however, the controlled institu- 
tions continued to lend during such periods, and these low interest loans tended to hold the 
average interest rate below what it otherwise would have been. The explanation of this difference 
probably lies in the difference in legal investment opportunities. In Boston, the large institutional 
lenders and, to lesser extent, the commercial banks were legally and culturely limited in their 
investment alternatives. Thus an equilibrium rate in extess of the legal limit did not force them 
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indicated (the actual rate hugs the 6 per cent limit in ten of the fourteen 
years between 1840 and 1853), non-price rationing must have played 
an important role in finance." This conclusion suggests that industries 
less well connected than textiles—and new industries in particular— 
may well have found loan finance almost impossible to obtain through 
traditional channels in times of credit stringency.* 

Although the short-term market appears to have encompassed the 
entire Northeast, that same area included several almost independent 
long-term markets. The willingness of the New York bankers to con- 
tract short-term out-of-state loans, and the mercantile custom of invest- 
ing liquid funds in commercial drafts on other cities when rates there 
exceeded those at home, probably worked to equalize short-term rates 
(as far as the laws would permit) in the northeastern cities. Equally 
strong evidence, however, indicates that the Boston Jong-term credit 
market was divorced from the long-term markets in other areas. In 
Massachusetts the greatest suppliers of long-term credit were the institu- 
tional lenders—particularly the savings banks and the trust companies 
—and these institutions were prohibited by law from lending to persons 
or corporations residing outside the Commonwealth.’ Moreover, similar 
restrictions against “foreign” lending were imposed by law or custom 
on institutional lenders in other states.’° 





into other investments. For a discussion of the British experience, see Jacob Viner Studies in 
the Theory of International Trade (New York: Harper & Bros., 1937), pp. 119-289, and par- 
ticularly pp. 149, 219, and 257. On experience in Ohio, see Thomas S. Berry Western Prices 
Before 1861 (Cambridge, Mass.: Harvard University Press, 1943), pp. 494-95. 

7 See Chart I and Table A-r. 

8 Even the textile firms occasionally had to turn to non-regulated lenders to fill their credit 
needs. For example, in December 1851 the treasurer of the Lancaster Mills reported: “It is 
owing to the heavy charge of interest and diminishing production that our business has not been 
more profitable. It will be recollected that in the month of July money became suddenly very 
scarce indeed. Just at the time we had the dividend to provide for and our payments were 
unusually heavy. It was impossible to obtain all that was wanted from the bank, and on the 
balance it was necessary to pay a high rate of interest.” Lancaster Mills, “Treasurer's Report 
(Statement of Profit and Loss,”) Dec. 23, 1851. This manuscript is on deposit in the Baker 
Library, Graduate School of Business Administration, Harvard University, Boston, Massachusetts. 

9 A certain amount of circumvention did take place through the use of intermediate in-state 
borrowers; however, an examination of the records of several institutional lenders indicates 
that this practice was rare and restricted to very reliable firms with close in-state connections 
(for example, firms whose majority ownership was lodged in the hands of Boston residents). 
For a complete description of such circumvention, see Lance E. Davis, “United States Financial 
Intermediaries in the Early Nineteenth Century: Four Case Studies” (Ph.D. dissertation, The 
Johns Hopkins University, 1956). 

10 Extreme provincialism appears to have marked the portfolios of savings banks (the lead- 
ing institutional lenders) throughout the ante-bellum period. Such provincialism certainly 
characterized the investment policies of the banks in New York, Pennsylvania, and Maryland. 
Peter Payne and Lance Davis, The Savings Bank of Baltimore 1818-1866 (Baltimore: The 
Johns Hopkins Press, 1956), pp. 110-13. 
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The lenders were grouped into eight categories: commercial banks, 
savings banks, trust companies, insurance companies, individuals (in- 
cluding trust accounts personally held), cotton mercantile firms, manu- 
facturing companies, and miscellaneous institutions.’ Of the eight, 
insurance companies and miscellaneous institutions were relatively 
unimportant.” For analysis, the loans were divided into four groups. 
Type I includes demand loans and those with original maturities of less 
than thirty days. To a large extent these loans represented emergency 
credit; and, as a result, they were concentrated in periods of credit 
stringency. Type II includes loaris of from thirty days to six months; 
these loans were primarily normal short-term commercial credit. Type 
III includes loans of from six months to twelve months maturity; and 
Type IV includes all loans of one year or longer. 

A study of the composition of lenders suggests that the formal 
credit market was not a single market but a group of markets, each with 
its own suppliers. Some lenders loaned almost exclusively on short-term, 
some exclusively on long-term, and only a few appeared willing to lend 
on any desired maturity.’* Formal loans of Types II and III (one to 
six and six to twelve months) were generally supplied by the com- 
mercial banks; over the entire period, the commercial banks made 87 
per cent of the new Type II and 63 per cent of the new Type III loans.” 
There were only two exceptions to this rule. Between 1844 and 1846, the 
canks withdrew almost completely from the industrial loan market; 
and, from 1854 to 1860, because of their inability to take advantage of 


11 The relative importance of the eight groups is shown, by types of loans and by years, in 
Table A-1. A summary for the entire period is presented in Table 1. 

12 Prior to 1850, the fire insurance companies provided some loan finance, but the quantity 
was never significant. During the 1850's life insurance companies supplied an ever-increasing 
volume of credit, but even as late as 1860, their total contribution was small. Their loans do, 
however, indicate a willingness to supply industrial finance. Although Harvard University, The 
Boston Athenaeum, and the Church of The Redeemer are numbered among the miscellaneous 
institutions, this category is included only as a residual group. At no time did its members 
supply any significant volume of credit. 

13 The reader should bear in mind that only formal new loans are included in this study 
and the addition of renewal or trade credit might alter the conclusions markedly. In particular 
the inclusion of renewals would have increased the proportion of savings banks and trust 
companies in the long-term totals and trade credit would have increased the representation of 
mercantile houses, individual and miscellaneous institutions in the thirty day to six month 
category. Renewals were not included because of the difficulty in determining what was a 
renewal and what was really only a part of the actual loan. Trade credit was excluded because 
such loans can not be readily increased independently of the scale of operations and, in addition, 
the terms of such offering did not change significantly during the period. 

14 See Table 1. 
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the higher rates engendered by the business boom, they reduced their 
maturities to increase the margin over risk. In the latter period, their 
contribution to new Type III loans declined from 79 per cent in 1854 
to 34 per cent in 1857."°_, 

The long-term market (Type IV) was, to a large extent, dominated 
by the savings banks and trust companies. These institutions seldom 
contracted loans of less than one year duration and not uncommonly 
made loans for as much as seven years. Moreover, since automatic 
renewal was apparently a de facto condition of the loans, and since 





TABLE I 
20 YEARS SUMMARY OF RELATIVE CONTRIBUTIONS OF 


EIGHT LENDER GROUPS TO NEW FORMAL LOANS BY LENGTH OF LOAN 


(Renewals and Trade Credit not Treated) 
(in per cent) 





Demand and 30 Days Six Months Total 
Lender UpTo To Six To One Year Of 2,385 
30 Days Months One Year And Over Loans 





Commercial Banks 22.7 86.9 63.0 3.5 58.1 
Savings Banks 2.0 1.4 4:3 39.7 10.1 
Trust Companies 5.5 0.6 6.0 29.1 8.2 
Insurance Companies 1.2 0.3 1.7 L.5 0.9 
Individuals 19.5 2.5 10.8 22.0 9.9 
Mercantile Houses 20.5 4.1 13.2 2.8 7.3 
Manufacturing Firms 26.2 3-9 1.0 0.6 4-9 
Miscellaneous Institutions 2.4 0.3 0.0 0.8 0.6 
TOTAL 100.0 100.0 100.0 100.0 100.0 


such renewals often increased the actual length of the loan to well over 
ten years, the institutional lender supplied truly long-term credit. 

An examination of the composition of the “individual” category 
indicates that its members were drawn from two quite distinct groups. 
First, there were a number of lenders who supplied long-term credit 
on an almost permanent basis. Although a large percentage were retired 
merchants, a surprisingly large number were persons actively engaged 
in some non-textile business and more than a few were trustees lending 
for widows and orphans. The size of the loans (the largest $50,000; 
the smallest, $68) as well as collateral secondary evidence suggest that 
these permanent lenders were drawn from all income groups. Second, 
there was a group of lenders who extended credit only on very short- 
term, who usually loaned only in times of business crises, and who 
almost always loaned at rates well above the legal limit. Although many 

15 See Table A-1. 
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of these lenders were wealthy persons who individually supplied large 
blocks of loan finance, some were lower-middle class tradesmen and 
professional people who could afford to lend only very small amounts. 
However, even the less well-to-do demanded and received substantial 
interest payments. For example, the highest rate charged on any of the 
2,385 loans—36 per cent—was on a thirty day loan of $320. Moreover, 
each borrowing firm tended to rely on the same lenders. Although the 
same individual’s name seldom appeared on the books of more than 
one firm, in any given firm the same names were likely to reappear in 
each period of credit stringency. It appears that each firm had a list of 
stand-by creditors on whom they could draw if need arose. 

Emergency funds were also drawn from cotton textile houses. In 
many ways these cotton mercantile houses (firms that marketed the 
mill’s output) constitute the most interesting single group of lenders. 
These firms supplied a significant portion of textile credit in all years; 
but their lending activities were concentrated most heavily in periods 
when the mills experienced difficulities in borrowing elsewhere; and, 
equally significant, their loans were usually concentrated in those 
maturities that were most difficult to obtain from alternative sources. 
Although the cotton houses usually supplied very short-term credit, at 
times they moved into the longer term markets. For example, in 
1854-57, when the commercial banks shortened their maturities, the 
mercantile houses absorbed intermediate-term paper. Again following 
the panic of 1857 the mills found it difficult to obtain long-term credit, 
and again the mercantile houses obliged. Although over the entire 
period the mercantile firms provided only +2 per cent of the new Type 
III credit, in 1856 and 1857 they provided 32 z2nd,35 per cent respectively; 
and although over the whole period they provided only 3 per cent of 
new Type IV credit, in 1858 they supplied 6 per cent and in 1859, 24 per 
cent.”® The willingness of the textile houses to supply the mills’ needs 
is not overly surprising. The merchants’ profits depended on a con- 
tinued supply of textiles. Moreover, the interest charged by the 
merchants was, at times, well in excess of the legal limit. Since other 
mercantile establishments must also have been tied to their suppliers 
and had liquid funds to invest, it seems possible that the period was 
marked by a regular flow of loanable funds from the mercantile to the 
industrial sectors of the economy—a flow that was particularly signifi- 
cant in periods of credit stringency. 

The manufacturing firms, with few exceptions, lent almost entirely 

16 Sce Table A-1. 
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on very short-term (their loans usually matured in three to twenty days). 
Apparently these loans represented a recognition by the mill managers 
that it was desirable to keep liquid funds at interest. Thus, it appears 
reasonable to conclude that the nineteenth century firms entered the 
short-term loan market for the same reasons that today induce firms to 
enter the treasury bills market. 

Compared to modern credit markets, one of the most interesting 
features of the ante-bellum markets was the diversity of persons and 
institutions making significant contributions to the supply of credit. 
Although, then as now, the commercial banks and the non-bank 
intermediaries were the dominant lenders, the eight textile firms 
treated in this paper also seened willing to borrow from other manu- 
facturing companies, mercantile wholesale houses, and amy other 
institution or persor. showing a willingness to advance any amount of 
money. Throughout the two decades the activities of these “abnormal” 
lenders was very significant on the margin, and in some markets 
(particularly the very short-term) and in some periods, they actually 
came to dominate lending activities. The activities of the “abnormal” 
lenders usually parallelled those of the commercial banks; and like the 
commercial banks they were usually restricted to the short end of the 
market. 

With a few exceptions, the long-term market was dominated by the 
non-bank intermediaries. Over the twenty-year span, the Massachusetts 
Hospital Life Insurance Company (a trust company) was the largest 
single lender, but taken together, the savings banks constituted a more 
important credit source. Although the rates charged by these non-bank 
intermediaries were usually below the rates prevailing in the shorter 
term markets, political and legal barriers prevented their entry into the 
short end of the market. Conversely, the low rates charged by these 
institutions usually kept other lenders out of the long end. 

A study of the lender structure of interest rates indicates that there 
were certain sustained differentials in the rates charged by lender groups 
(see Table 2) ; however, differences in the degree to which the usury laws 
were observed appear to explain these differentials satisfactorily. Over 
the entire period, the rates charged by the savings banks and trust com- 
panies were below those charged by the other major suppliers. These 
institutions were semi-benevolent in character, and, since their directors 
received no profits from their operations, they could afford to obey the 
letter of the law. The legal interpretation of the usury law permitted 
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commercial banks to charge 6 per cent discount (6.3 per cent interest) ; 
and, in the early years, the limitation was usually obeyed. Later on, 
however, the average rate rose slowly as the usury law fell into disuse. 
The remaining lender types appear to have been little affected by the 
law, and their rates fluctuated widely in response to changes in eco- 
nomic conditions. 





TABLE 2 


SUMMARY OF AVERAGE INTEREST RATES CHARGED BY 
EIGHT LENDER GROUPS FOR ALL YEARS 1840-1860 
(In Per Cent) 





Lender Type Average Interest Charge 





Commercial Banks 6.6 
Savings Banks 58 
Trust Companies 5.9 
Insurance Companies 6.2 
Individuals 6.3 
Mercantile Houses 6.9 
Manufacturing Firms 5.7 
Miscellaneous Institutions 5.3 





One fact stands out clearly from a comparison of the rates charged 
by the various lenders. In times of “normal” business activity all eight 
rates tended to bunch together (usually somewhere between 6 and 7 
per cent); but in times of abnormal business conditions, the dispersion 
of the rates increased tremendously. Dispersion increased both in the 
1840’s when the average rates fell rapidly, and in the mid-1850’s when 

‘the rates rose. The bunching of rates in the “normal” periods seems 
to indicate that the free market equilibrium rate was not far from the 
legal limit; however, the increased dispersion during the periods of 
credit stringency in the 1850’s seems to indicate that the rate that would 
have prevailed in the absence of the usury laws was well in excess of 
the legal limit. Moreover, the increased dispersion during periods of 
the 1840’s and, in particular, the “stickiness” of the trust companies’ 
charges, seem to indicate that the institutional lenders (the savings 
banks, trust companies, and insurance companies) frequently refused 
to make loans at less than the customary rates, and at times preferred 
to hold cash rather than to make loans at less than 6 per cent. 
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Chart I and Table A-2 display the average rate of interest paid by 
the textile firms in each month from January 1840 to December 1860. 
The averages are weighted by the dollar value of the loans.”* 

The seasonal adjustments show only a very small seasonal component 
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i 
interest rate charged on individual loans and the V, represents the dollar value of these individual 
loans. 
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in the average interest rate figures (Table 3). The volume of loans, 
however, was heavily concentrated in the fall when textile firms bor- 
rowed to finance their raw cotton inventories. If the cotton mills had 
been a dominant force in the credit market, interest rates should have 
tended to increase during the fourth quarter. The absence of such a 
seasonal increase indicates that the mills were apparently competitive 
borrowers in a credit market much broader than the textile industry 
alone. 
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SEASONAL INDEX FOR WEIGHTED TEXTILE RATES AND 
BIGELOW’S INTEREST RATES FOR THE PERIOD 1840-1860 


Month Textile Series Bigelow’s Series 


January 101.0 105.3 
February 101.0 "400.7 
March 100.1 102.9 
April 99-7 97-6 
May 98.8 91.3 
June 98.1 91.8 
July 99-5 91.2 
August 97-5 94.0 
September 102.1 100.5 
October 100.7 104.4 
November 101.5 106.9 
December 98.2 113.3 

& The seasonal adjustment is based on the method outlined in Arthur F. Burns and Wesley 
C. Mitchell, Measuring Business Cycles (New York: National Bureau of Economic Research, 


1947), PP. 43-55- 


Bigelow’s series does, however, show a marked seasonal upturn for 
the months between October and January (the indices are 104.4, 106.9, 
113.3, and 105.3 respectively), an upturn that is almost entirely absent 
in the textile series."* The textile figures do show that rates in October, 


18 The source of Bigelow’s series remains unknown. Bigelow himself refers to them as 
figures on the Boston and New York markets. Arthur H. Cole thinks they refer to the New 
York market; however, F. R. Macaulay feels equally certain that they refer to the Boston 
market. Both authorities agree that they are the rates for short-term commercial paper. During 
the pre-Civil War period such commercial paper was probably more speculative than the 
industrial loans contained in the textile series. Risk differentials may explain the difference in 
levels between Bigelow’s and the textile series (the former series average about 2 per cent 
higher than the latter); however, the two should be expected to move together. If Bigelow’s 
series refers to New York, then non-coordinate movements may be explained by the conditions 
peculiar to one market; however, if his figures are for Boston, the discrepancies are more difh- 
cult to explain. See Arthur H. Cole and Walter Buckingham Smith, Fluctuation in American 
Business, 1790-1860 (Cambridge, Mass.: Harvard University Press, 1935), p. 125; and 
Macaulay, Interest Rates, p. A335. For purposes of comparison, Bigelow's series is presented 
in Chart I and Table A-3. 
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November, and January were slightly higher than the annual average 
(100.7, 101.5, and 101.0) but, on the other hand, December is slightly 
below that average—(98.2)—and in every case the movement is much 
less than the movement in Bigelow’s series.’ Whether this difference 
reflects a basic conflict between these data and Bigelow’s series or merely 
a difference between the Boston and New York money markets is 
difficult to ascertain. There is some evidence that indicates that the 
high year-end rates may well have been a local New York phenomenon. 
Miss Myers has shown that an active call loan market coupled with a 
pyramiding of country bank reserves in the New York banks charac- 
terized the New York market as early as the 1830's.” Since call loans 
coupled with reserve pyramiding did account for seasonal increases in 
rates throughout the latter portion of the nineteenth century, and since 
New York alone had an important call loan market and was alone an 
important recipient of country bank reserves, the year-end upturn could 
have been peculiar to the New York market. 

Over the twenty-year period the average interest figures display 
a complete absence of trend. Although Bigelow’s series also indicate no 
trend, the rapid growth of banks and other financial institutions during 
the two pre-war decades and the existence of a marked downward trend 
in Macaulay’s figures for the years 1856 to 1900 make the absence rather 
surprising.” This secular stability of the interest rates may well have 
been one manifestation of the well-enforced usury laws. The data sug- 
gest that until the mid-1850’s the local usury law placed an effective 
upper limit on the interest rates charged by financial institutions, damp- 
ing any tendency for the rate to swing above 6 per cent for a lengthy 
period. With few exceptions, the average monthly rate approximated the 
legal limit in ten of the fourteen years between 1840 and 1853; such 
stability suggests that, had a free market existed, the trend value of 
the free market rate would have been above 6 per cent in 1840 and 
declined gradually over the period. Moreover, an examination of the 
loans made by out-of-state lenders (subject to less restrictive legislation) 
and by non-institutional lenders (who paid less attention to legal 


19 A rough test of significance shows that the November, December, and January figures 
are significantly different from 100 at the 95 per cent level. However, although November and 
January figures support Bigelow's conclusion, the December figure is in definite conflict. The 
same test applied to Bigelow’s indices indicates that all four months are significantly different 
from 100. 

20 Margaret G. Myers, The New York Money Market, Origins and Developments (2 vols., 
New York: Columbia University Press, 1931), I, 135-48. 

21 Macaulay, Interest Rates, p. 230. 
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restrictions) shows a gradual reduction toward 6 per cent in the rates 
charged over the period. Thus, although the period may be too short 
to establish definite trends, it appears likely that the usury law masked 
the effects of the improvements in the capital markets that occurred 
in the two decades before the war. 

The existence of the legal interest limit may well have reduced the 
magnitude of the upward movements in interest rates that would 
normally have been expected to accompany changes in business activity. 
Rates fell markedly during the period 1843 to 1846; but on only a few 
occasions before 1853 did the textile firms borrow enough from non- 
institutional lenders and from commercial banks outside of Massachu- 
setts to force the monthly average rate significantly above the Icgal 
limit.” During the first decade of this study, the borrowing firms 
responded to credit tightening by increasing their borrowing from out- 
of-state banks and from individuals, manufacturing concerns, and 
mercantile houses. However, with increasing frequency after 1853 the 
borrowing firms began to report among the costs of bank loans, such 
items as “6 per cent interest plus 9/, per cent commission.” By 1857 
the average rate paid to Massachusetts banks (interest plus commis- 
sions) was above 7 per cent.” Collateral evidence indicating the extent 
of the breakdown of the usury laws is found scattered through the con- 
temporary journals; for example, in 1857 the Boston Board of Trade 
reporting on anti-recession measures recommended “That the usury 
laws, which are so generally disregarded as to be almost a dead letter, 
should be abolished entirely.” 

From the analysis of Bigelow’s series and from his study of the 
fluctuations in other economic magnitudes during the ante-bellum 
decade, Arthur Cole has concluded that the period was marked by a 
long swing in economic activity, a swing with its troughs in 1843 
and 1858.” An examination of the textile series appears to offer some 
additional substantiation of the existence of such a long swing. Interest 
rates were lower in 1843 than at any other time during the period and 
they were higher in 1857 than in any year since 1840. 

There is no doubt, moreover, that from 1843 to 1846 credit was much 





22 The monthly rates exceeded 7 per cent in January 1840, February 1841, March 1842, 
June 1848, and May 1851. 

23 The interest rates cited in the textile series include both interest and commission payments. 

24 Bankers’ Magazine, VII, n.s. (Dec. 1857), 500. 

25 Cole and Smith, Fluctuations, p. 127. 
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easier to obtain than it had been during the previous two decades.” Nor 
is there any doubt that the low rates affected the entire eastern sea- 
board and not just the Massachusetts market. Contemporary journals 
report sharp declines in interest rates in almost every eastern center 
during 1843, and this condition of excess supply appears to have con- 
tinued to characterize local markets until 1846. In August 1843, the 
New York Express reported: 


‘ 
Money is as abundant as ever. Our banks are discounting favorite paper at four 
per cent and regular offering at five per cent. At no period within forty years have 
our banks found it so difficult to loan money as at the present time, nor have they 
ever discounted notes at so low a rate of interest.?" 


Similar reports emanated from Boston, Philadelphia, and Baltimore 
throughout 1843; and, although the bottom appears to have been 
reached in December, the rate only slowly and haltingly edged its way 
back toward the legal maximum.” Although the following three years 
were marked by some short periods of credit stringency, the rate did 
not reach “normal” levels permanently until March 1847.” 

Traditional cycle theory concludes that interest rates fall in the later 
stages of a depression and remain low through the period of recovery.” 
During the years in question, business was recovering from one of the 
most serious depressions that the young economy had yet experienced 
and as in traditional theory, the explanation of the decline and slow 
recovery of the interest rates appears to lie in the psychological reaction 
of the worried borrowers to such a period of extended depression. The 
years 1840 through 1842 had been marked by severe depression and, in 
the absence of a central bank capable of acting as a lender of last resort, 
interest rates had remained close to the legal limit throughout most of 


26In England the market, too, was characterized by very low rates. The Bank of England 
deliberately held its rates low and by May 1844 the market rate had fallen below 2 per cent. 
R. G. Hawtrey, A Century of Bank Rate (London: Longmans, Green & Co., 1938), p. 19. 

27 Niles’ Weekly Register, LXIV (Aug. 13, 1845), 384. 

28 The textile series show a low of 3 per cent in December 1843 (See Chart I) and in 
January Niles’ reports: “New York money is more in demand this week.” Niles’ Weekly 
Register, LXIV (Jan. 13, 1844), 320. 

29 Evidence from the textile series (Chart I) and from contemporary chronicles indicates that 
interest rates rose sharply during the early fall of 1844 and again in the spring and late fall of 
1845. Niles’ Weekly Register, LXVII (Sept. 21, 1844), 48; LXVII (Feb. 8, 1845), 386; LXIX 
(Dec. 13, 1845), 250. 

80 For example, in Hawtrey’s analysis of business cycle behavior, the interest rates are 
supposed to remain low almost until the end of the upswing. The National Bureau findings for 
more recent periods are not this extreme, but they also indicate a lag between their reference 
cycle and the interest rates on commercial paper. Alvin Hanson, Business Cycles and National 
Income (New York: Norton, 1951), pp. 377-84. Wesley C. Mitchell, What Happens During 
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the depression.”* Recovery began early in 1843 and continued with 
only a slight interruption in 1846. Borrowers, however, remembering 
the strain placed on them during the depression by their credit position 
and the banks’ loan policies, refused to borrow despite the banks’ 
attempts to increase loans by lowering interest rates. In the words of a 
contemporary: 





The public voice united with a rather irresistably controlled legislation, and com- 
pelled the country into an actual hard money attitude. . . . The whole people are 
learning to do a close business, buy only what is actually wanting and what they 
have the means at hand to pay for.** 


Almost three years passed before borrowers were willing once more to 
absorb the total supply of credit at what had been considered “normal” 
rates. 

A comparison of the textile rates with Bigelow’s series shows a 
sharp divergence between the two during 1848. The latter series charac- 
terizes 1848 as a year of extreme credit stringency and indicates that 
in no month did the rate fall below 1314 per cent. Over the entire year 
it averaged 15 per cent. As Arthur Cole has pointed out, it does not 
appear that there were any nation-wide disturbances that could have 
accounted for such high rates; and even within the city of New York, 
it is difficult to find an explanation for such abnormally high levels.™ 
The textile series, on the other hand, suggests that normal rates prevailed 
for ten of the twelve months of 1848 and that abnormally high rates 
characterized only the months of June and July. For this shorter period, 
collateral evidence does seem to provide an explanation for the rate 
increases. Hunt’s Merchants’ Magazine reports that the New York 





Business Cycles, A Progress Report (New York: National Bureau of Economic Research, 1951), 
p. 167. For the early nineteenth century the English experience appears marked by a pattern 
similar to the American. Interest rates tended to rise during phases III-VII of the National 
Business reference cycle and to have declined during phases VII-III. Arthur D. Gayer, W. W. 
Rostow, and Anna J. Schwartz, The Growth and Fluctuations of the British Economy 1750-1850 
(2 Vols., Oxford: Claredon Press, 1953), Il, 676. 

311n earlier periods of financial stringency, the Second Bank of the United States had acted 
as a lender of last resort. See, for example, Payne and Davis, The Savings Bank of Baltimore, 
p. 85. 

82 Willard Thorp, Business Annals (New York: National Bureau of Economic Researca, 1926), 
pp. 132-34; Leonard P. Ayres, Turning Points in Business Cycles (New York: the MacMillan 
Co:,'1939), p. 6 and pp. 177-78. 

83 Niles’, LXIV (Aug. 26, 1843), 416. 

84 Smith and Cole, Fluctuations, pp. 125-26. Nor can foreign difficulties account for the year- 
long increase. In Britain, for example, 1848 was a year of progressive easing of the credit 
market. The bond rate, the market rate, and the rates on bills of exchange all declined 
significantly over the year. Gayer, Rostow and Schwartz, Fluctuations, 1, 331. 
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money market experienced a considerable tightening of credit in June 
and July due to a foreign specie drain—a consequence of the French 
Revolution of 1848 and other unsettled conditions in Europe—together 
with a movement of funds from the city to the country banks.* More- 
over, that same journal reports a general easing of credit during the 
month of August.” 

During the second and last “abnormal” period, 1853 to 1857, there 
is general agreement between the textile series and Bigelow’s figures; 
and both, in turn, appear to be substantiated by contemporary evidence. 
The textile series shows a gradual increase in the level of rates beginning 
in 1853 and continuing (although not without interruption) until 
mid-1857. In the late spring and early summer of that year, the average 
level dropped sharply; however, this drop was followed, in August 
and September, by a very rapid rise in interest rates—a rise that pushed 
rates to their highest level in the twenty years covered by this study.” 
A similar story unfolds in the financial periodicals of the period. For 
example, in July 1857 the Banker’s Magazine reported “There has been 
increasing ease in the Money Market since March last.” Two months 
later the situation had changed drastically, and the editor wrote: 





This has been the most eventful month in financial circles that we have had 
occasion to comment on since the commencement of our work in July 1846. Those 
whose recollections go back to the spring of 1837 when the banks and merchants 
almost universally suspended payment, cannot bring to mind any period in the 
interim when such a sudden and severe revulsion has occurred as we have witnessed 


since the 24th of last month.** 


Bigelow’s figures show a similar pattern of fluctuations; as usual, how- 
ever, his rates average considerably higher than the textile series. 


IV 


Chart II and Table A-4 show weighted interest rates by quarter 
for textile loans of four maturities. A comparison of the four series 
plotted on Chart II indicates that the markets for funds of different 
lengths were, to some extent, independent. Through most of the period, 
the shorter-term rates (Types I, II, and III) were above the long-term 


85 Hunt's Merchents’ Magazine, XIX (July 1848), 81-82. 

36 Ibid., XIX (Sept. 1848), 201. 

37 Precisely the same pattern of events was observed in England during the spring, summer, 
and fall of 1857. See J. R. T. Hughes, “The Commercial Crisis of 1857,” Oxford Economic 
Papers, VIll-2, n.s. (June 1956), 194-227. 

38 Bankers’ Magazine, VII, n.s. (July 1857), 88, and VII, n.s. (Oct. 1857), 334- 
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rates. Over the whole period, rates on Type IV loans averaged 5.8 per 
cent while rates on Types I, II, and III loans averaged 6.2 per cent 
(6.0, 6.4, and 6.3 respectively). It is difficult to see how, given the 
greater liquidity of the shorter maturities, an analysis based on the as- 
sumption that the long-term rate tends to equal the average of expected 
short-term rates, could adequately explain these persistent dif- 
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ferentials.* On the other hand, if one assumes a number of markets 
each with its own buyers and sellers (admitting some overlap between 
the markets), the explanation of the relationship between the long and 
short-term rates can be directly deduced from the characteristics of 
these markets in the ante-bellum period.*’ The suppliers of long-term 
credit form a class quite distinct from the persons and institutions that 
loaned on short-term. The long-term market was dominated by in- 
stitutional lenders (particularly savings banks and trust companies) ; 
and these lenders, because of their quasi-public position, tended to be 
more observant of the usury laws. Moreover, because of cost considera- 
tion, their deposit contracts, and certain legal restrictions, these institut- 
tions often found it impossible to move into the shorter-term markets. 
Thus, the institutional lenders, unwilling to disobey the law and unable 
to lend on short maturities, acted in a way that tended to keep the long 
rate below the short rate. On the other hand, a significant proportion of 
the short-term lenders (persons, mercantile houses, and, at a later date, 
even the commercial banks) were much less bound by the usury laws. 

In general, the four series presented in Chart II support the belief 
that the short-term rates tend to fluctuate more violently than the 
longer-term rates. The standard deviations for the four series are .o11 





for Type I, .o08 for Types II and III, and .o05 for Type IV.“ An ex- 
pectational theory of the interest structure could explain this phenome- 
non, but the evidence strongly suggests that an explanation based on a 
sectoring of the credit market better fits the facts. As John M. Culbertson 
has pointed out, the demand for long-term funds tends to be more stable 
than the demand for short-term funds because the planning period is 


89 The more widely accepted expectational explanation of the term structure has been de- 
veloped by J. R. Hicks, Value and Capital (2d. ed., Oxford: University Press 1946) ch. xi and 
Friedrich A. Lutz, “The Structure of Interest Rates,” Quarterly Jounal of Economics, LV (Nov. 
1940), 36-63. Recently John M. Culbertson has cast some doubt on the usefulness of the 
theory and has shown that for recent American developments, at least, an explanation based on 
the existence of semi-independent markets for each maturity seems to accord better with the 
facts. “The Term Structure of Interest Rates,” Quarterly Journal of Economics, LXXI (Nov. 
1947), 485-517. Culbertson’s concept of segregated credit markets was anticipated by the work 
of G. Heberton Evans, [See, for example, his Basic Economics (New York: Alfred A. Knopf, 
1950), pp. 226-34], and Winfield Riefler [See, Money Rates and Money Markets in the United 
States (New York: Harper & Bros., 1930) ]. : 

40 There appears to have been enough marginal movement between the markets to cause 
rates in the separate markets to move together, but not sufficient movement to equalize the 
rates. This situation probably reflects the willingness of individuals to move between markets 
combined with the unwillingness and inability of the commercial banks to extend long-term 
credit and of the other financial institutions to move into the short end of the market. 

41 Although for the whole period the standard deviation of Type Ill is slightly greater 
than that of Type II (.0084 vs. 0079), if the years 1856 and 1857 are excluded as abnormal 
the four conform perfectly to traditional theory. 
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longer in the case of long-term investment and thus the decisions are less 
susceptible to spur cf the moment changes in administrative thinking.” 
A study of the minutes and executive memoranda of the textile mills 
indicates that Culbertson’s thesis provides a valid description of the in- 
vestment decisions of these firms in the ante-bellum period. 

Moreover, in the years 1840 to 1860, there also appears to have been 
a greater stability in the supply of long-term funds relative to the supply 
of short-term credit. The institutional lenders of long-term finance (the 
trust companies and savings banks) were far less likely to be met with 
a sudden depositor run than were the leading short-term institutional 
lenders—the commercial banks. Thus, the long-term lending institu- 
tions were not faced with the same necessity to adjust their loans in 
response to the short-term economic flutuations that dictated the com- 
mercial banks’ investment policy. 

In most respects, except for the tendency of the short-term rate 
to remain above the long-term rate, the behavior of the rate structure 
in the two ante-bellum decades appears to conform closely to the 
behavior of the structure in the twentieth century.” From his study of 
the behavior of the American money market between 1920 and 1957, 
John M. Culbertson concludes: (1) that movements in the short and 
long-term rates have been simultaneous and in the same direction; (2) 
that there have been wider fluctuations in the short-term rate than in the 
long-term rate; and (3) that there is no evidence of a lead or lag rela- 
tionship between the long and short-term rates.“* As an examination of 
Chart II indicates, these same terms could be used to describe the be- 
havior of the term structure of interest rates in the earlier period. 

Whether one subscribes to an expectational or to a sectoring theory of 
the term structure, the movements of the rates during the third quarter 
of 1849 and the first and third quarter of 1857 are irregular enough to 
require explanation. In the third quarter of 1849, the long-term rate 
(Type IV) dropped precipitously (from 6 to 3 per cent) while the 
shorter rates showed little change. In 1857, the intermediate rate (Type 
III) rose much more sharply than either the shorter or longer rates. 
In both cases, an analysis based on the assumption of several quasi- 





42 Culbertson, “The Term Structure of Interest Rates,” p. 509. 

43 In the recent period the short rate has usually been below the long rate. Since 1920 the 
short rate has exceeded the long rate during only two relatively short periods 1920 and 
1928-29. Culbertson, “The Term Structure of Interest Rates,” p. 504; and Federal Reserve Chart 
Book: Financial and Business Statistics, Historical Supplement (Washington, D. C.: Board of 
Governors, 1957), PP. 37-39- 

44 Culbertson, “The Term Structure of Interest Rates,” p. 504. 
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independent credit markets can provide an explanation of the irregulari- 
ties. 

The 1849 drop in the long-term rate was coincident with a flood of 
new long-term loans made by several Massachusetts savings banks and 
by the Provident Institution for Savings in the Town of Boston in 
particular. Within the space of a few weeks these banks placed several 
hundred thousand dollars in additional funds into the long-term loan 
market, and the decline in interest rates appears to represent the market 
adjustment to this sudden increase in supply. The explanation of the 
banks’ behavior is more difficult to understand; however, the sudden 
“dumping” may have been the result of the personal ties that linked the 
banks’ directors with the managers of the mills. The directors of the 
textile firms frequently served on the boards of trustees of the large 
savings banks, and the low interest loans could have been the result of 
this connection. On the other hand, the banks acting competitively 
simply may not have realized the effect of their collective activities on 
the rate of interest. 

The irregular movement of the term structure during 1857 appears 
to reflect the final vestiges of the usury law coupled with the strained 
business conditions of that year. Although by 1857 the usury law was 
ignored by many lenders, some banks (particularly in Boston) still chose 
to obey. Thus, as credit began to tighten in response to the deteriorating 
business conditions, these banks, unable to increase their interest 
charges, began to reduce the maturities of their loans and, in several 
cases, to cease making loans altogether.“ To fill the gap in the inter- 
mediate-term credit market left by the withdrawal of the commercial 
banks, the mills turned to Boston mercantile houses for additional loan 
finance. These merchants, however, appear to have ignored the usury 
law; and their loans were made at rates considerably in excess of the 
rates that had been charged by the commercial banks. As a result, the 
interest charges on intermediate-term loans rose not only because of the 
general rise in interest rates but also because of the substitution of 
higher for lower cost suppliers of intermediate-term credit. The shorter 
term rates, on the other hand, rose only because of the changes in gen- 
eral market conditions. 


45 An examination of the average maturities indicates that the commercial bank tended to 
reduce maturities in periods of credit stringency and increase them in periods of easy money. 
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V 


Studies of the development of the early American capital markets 
have been handicapped by insufficient knowledge of actual financial 
conditions. This paper—based on the records of eight textile firms— 
attempts to provide additional information on the Boston credit market 
for the twenty-one years from January 1840 to December 1860. 

The paper presents a new series of monthly average interest rates 
that is independent of Bigelow’s estimates, the only series previously 
available. The two series are in general agreement (Bigelow’s tends 
to average about 2 per cent higher but this difference can probably be 
explained by risk differentials) but they conflict in their description 
of money market conditions during much of 1848. Collateral evidence 
seems to support the new series rather than Bigelow’s earlier estimates. 
Differences are also found in the seasonality of the two series. Bigelow’s 
figures show a marked increase in rates during the late fall and early 
winter, but the new series displays no such strong pattern. 

The new interest figures tend to support Arthur H. Cole’s thesis that 
the economy was subject to a long swing in economic activity during 
the two ante-bellum decades. The interest figures show a long cycle in 
rates with troughs in 1843 and 1858; the same swing found by Arthur 
H. Cole in time series of other economic magnitudes. 

Although the evidence on the term structure of interest rates indicates 
that, in most respects, the pre-Civil War markets behaved much like 
the markets in more recent times, in one important respect the descrip- 
tion of the older interest structure differs markedly from the new. 
Since 1920 the long-term rate has been below the short-term for only 
two brief periods; but from 1840 to 1860, the short rate was almost 
continuously above the long. The evidence suggests that these 
phenomena, as well as some other peculiar movements in the term 
structure, can be explained better by a theory that assumes the existence 
of several quasi-independent money markets than they can by the more 
widely held expectational theory. 

Finally, the fact that this study has been based on the records of eight 
firms suggests that similar records could provide the basis for other 
general studies of American development. Although firm records are 
far from a perfect source, they are superior to other available evidence 
and they can open the door to work in areas that have long been 
neglected because of the lack of any quantitative data. 

Lance E. Davis, Purdue University 
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TABLE A-t 


RELATIVE IMPORTANCE OF LENDERS BY YEAR AND LOAN LENGTH, 1840-1860 
(Per Cent of Total Dollar Value) 


Lender Year Type Type Type Type Year Type Type Type Type 
I il it IV I Il Ill IV 
1840 1845 


Commercial Banks 19 
Savings Banks 
Trust Companies 48 
Insurance Companies 
Persons (including 
trustee accounts) 
Mercantile Firms 
Manufacturing Firms 
Misc. Institutions 


Commercial Banks 
Savings Banks 
Trust Companies 
Insurance Companies 
Persons (including 
trustee accounts) 
Mercantile Firms 
Manufacturing Firms 
Misc. Institutions 


Commercial Banks 
Savings Banks 
Trust Companies 
Insurance Companies 
Persons (including 
trustee accounts) 
Mercantile Firms 
Manufacturing Firms 
Misc. Institutions 


Commercial Banks 
Savings Banks 
Trust Companies 
Insurance Companies 
Persons (including 
trustee accounts) 
Mercantile Firms 
Manufacturing Firms 
Misc. Institutions 
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Tasie a-t (Coniinued) 


Year Type Type Type Type Year Type Type Type Type 
I il Mm IV I il il IV 
1844 1849 


Commercial Banks 898s 
Savings Banks 6 11 
Trust Companies 5 
Insurance Companies 
Persons (including 

trustee accounts) 
Mercantile Firms 
Manufacturing Firms 
Misc. Institutions 


Commercial Banks 
Savings Banks 
Trust Companies 
Insurance Companies 
Persons (including 
trustee accounts) 
Mercantile Firms 
Manufacturing Firms 
Misc. Institutions 


Commercial Banks 
Savings Banks 
Trust Companies 
Insurance Companies 
Persons (including 
trustee accounts) 
Mercantile Firms 
Manufacturing Firms 
Misc. Institutions 


Commercial Banks 
Savings Banks 
Trust Companies 
Insurance Companies 
Persons (including 
trustee accounts) 
Mercantile Firms 
Manufacturing Firms 
Misc. Institutions 
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Tassie a-1 (Continued) 


Commercial Banks 
Savings Banks 
Trust Companies 
Insurance Companies 
Persons (including 
trustee accounts) 
Mercantile Firms 
Manufacturing Firms 


Misc. Institutions 


TABLE A-2 


WEIGHTED AVERAGE INTEREST RATES BY MONTH 1840-1860 
(Per Cent) 


Year and Year and Year and 
Month Rates® Rates’ Month Rates® Rates” Month Rates® Rates” 
1840 
Jan. 9.1 6.7 May 6.3 6.4 Sept. 6.2 6.1 
Feb. 6.2 6.1 June 6.2 6.3 Oct. 6.3 6.2 
Mar. 5.6 5.6 July 6.2 6.2 ; 5.8 5.7 
Apr. 5.3 5.6 Aug. 6.4 6.5 Dec. 6.3 6.4 
® Weighted Interest Rates 
> Seasonally Adjusted Rates 
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Tasie a-2 (Continued) 
Year and Year and Year and 
Month Rates* Rates” Month Rates® Rates” Month Rates® Rates” 
1841 1844 (Continued) 1847 (Continued) 
Jan. 6.3 6.2 May 5.0 5.1 Sept. 6.3 6.a 
Feb. 7.1 7.1 June 4-7 4-7 Oct. 6.3 6.3 
Mar. 6.3 6.3 July 5.4 5.5 5 6.0 6.0 
Apr. 6.1 6.1 Aug. 5.5 5.7 Dec. 6.4 6.5 
May 6.1 6.2 5.9 5.8 
6.3 6.4 5.0 5.0 

6.2 a 49 4.8 Jan. 6.3 

6.4 x 48 49 b 6.6 

6.1 4 6.2 

6.3 , 6.3 

6.2 





Feb. 
Mar. 
Apr. 
May 


July 
Aug. 
Sept. 
Oct. 


Dec. 


1844 

Jan. 46 45 
Feb. 5.2 5.1 
Mar. 45 4-5 
Apr. 4-2 4-2 


® Weighted Interest Rates 
> Seasonally Adjusted Rates 
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Tasie a-2 (Continued) 
Year and Year and Year and 
Month Rates* Rates® Month Rates®  Rates® Month Rates® Rates” 
1851 1854 (Continued) 1857 (Continued) 
Jan. 6.1 6.1 May 6.9 7.0 Sept. 9.7 9.5 
Feb. 6.2 6.2 June 6.5 6.7 Oct. 79 7.8 
Mar. 6.2 6.2 July 7.4 7-4 Nov. 7.3 7.2 
Apr. 6.2 6.2 Aug. 7.4 76 Dec. 7.9 8.1 
May 7.2 7.3 6.8 6.6 
June 6.2 6.3 Oct. 5.9 5.9 1858 
July 6.1 6.1 A 6.6 6.5 Jan. 78 
Aug. 6.2 6.3 5 7.0 7.1 Feb. 6.8 
6.2 6.0 Mar. 6.3 
6.3 6.3 Apr. 5.7 
6.4 6.3 ‘ May 5.7 
6.4 6.5 . x 5.5 
5.6 
6.2 
5.8 " , 5.7 
6.2 ‘ : 5.6 
6.3 Mi ’ 5 6.2 
6.6 y . \ 6.1 
6.2 
6.5 
5-9 
6.2 
6.1 
6.3 
6.2 
6.5 





Feb. 
Mar. 


May 


Aug. 
Sept. 
Oct. 


Dec. 


1854 
Jan. 6.5 ' 
Feb. 6.8 6.7 
Mar. 6.7 6.7 
Apr. 6.6 6.6 
® Weighted Interest Rates 
b Seasonally Adjusted Rates 
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The Hot Money Movement and the 
Private Exchange Pool Proposal of 1896* 


I 


WIDESPREAD belief exists that those disequilibrating inter- 

national capital flows known as “hot money movements” and the 
associated measures instituted to regulate transactions in foreign ex- 
change were peculiar to the post-1914 era and especially to the epoch 
of the “Great Depression” that commenced after 1929. It is felt that the 
“relative” stability of world economic and political conditions as- 
sociated with the operation of the pre-1914 gold standard precluded 
“hot money” transfers and obviated the need to control the foreign 
exchange market.’ The experience of the United States during the 
depression of the 18g0’s vitiates the accuracy of this sweeping generaliza- 
tion. To be sure, these phenomena were largely unrecognized before 
the depression of the 1930's, but they nevertheless existed. The purpose 
of this article is to examine one such pre-1930 hot money movement, 
the one that occurred during the American presidential election cam- 
paign of 1896. The nomination of William Jennings Bryan as the 
Democratic candidate on a free silver platform at Chicago in July 
1896 gave impetus to a major disequilibrating outflow of short-term 
funds. This condition, in turn, led to an interesting effort to control 
the foreign exchange market. 

To facilitate the development of our analysis of this episode, it is 
necessary to present a brief description of the nature and the forms of 
hot money movements and government intervention in the foreign ex- 
change market. Using differences in motivation as a basis for logical 
classification, Arthur Bloomfield has distinguished between two types of 
hot money movements.’ In the first form, flight capital, the desire to 
preserve the value of assets held both by domestic and foreign investors 
due to fear of present and future adverse internal and external political 
developments is the primary consideration. Speculative international 

*I am indebted to Professor Arthur Bloomfield of the University of Pennsylvania and Dr 
Charles Hoffmann of Queens College for constructive suggestions made in preparing this 
article. Mr. Karl Gerulat graciously prepared the chart. 

1 See, for example, Paul Einzig, Exchange Control (London: Macmillan & Co., 1934) p. 5. 

2 Arthur I. Bloomfield, Capital Imports and the American Balance of Payments, 1934-1939 
(Chicago: The University of Chicago Press, 1950), pp. 1-34; and, the same author's, 
Speculative and Flight Movements of Capital in Postwar International Finance (Princeton: 


Princeton University Press, 1954). 
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capital movements, the second form, arise out of expectation of cur- 
rency depreciation and associated adverse shifts in foreign exchange 
rates. In specific historical situations, these forces may be very closely 
interrelated and are often difficult to disentangle. Moreover, in contrast 
to “normal” international short-term capital flows that are influenced 
largely by variations in yield differentials between nations, both species 
of hot money movements display the distinctive feature of moving 
capriciously “down-hill” from high-interest to low-interest markets.’ 
In turn, two important methods of intervention, exchange control 
systems and exchange stabilization funds, were employed by govern- 
ments to forestall the destabilizing repercussions of flight and specula- 
tive capital movements.‘ By blocking balances and rationing available 
supplies of foreign exchange, exchange control agencies attempted 
directly to restrict the demand for foreign exchange and prevent dis- 
ruptive hot money movements. Under the regimes of fluctuating ex- 
change rates following the abandonment of the international gold 
standard, stabilization funds purchased and sold gold and foreign ex- 
change and engaged in varied actions in domestic monetary markets 
to reduce erratic fluctuations in foreign exchange rates and to curtail 
disruptive short-term international financial transactions. The identifica- 
tion of the above features and practices widely employed in the 1930's 
will serve to provide the framework to evaluate the historical episode 


of 1896. 
II 


Within the United States, the persistent world economic depression 
of 1890-1897 both interacted with and intensified the political con- 
troversy over bimetallism. The pro-gold standard segment of the busi- 
ness community exhibited grave dissatisfaction with the coinage of 
silver provided by the Bland-Allison Act of 1878 and the Sherman 
Silver Purchase Act of 1890. Both before and after the repeal of the 
latter legislation in October 1893, the sharp and continuous decline in 
the world price of silver induced increased pressure on the Treasury’s 
gold reserve as American and foreign investors became alarmed over 


3 On the nature of hot money movements, see, besides Bloomfield’s works, Charles Poor 
Kindleberger, International Short Term Capital Movements (New York: Columbia University 
Press, 1937), pp. 155-72; and Marco Fanno, Normal and Abnormal International Transfers 
(Minneapolis: The University of Minnesota Press, 1939), pp. 31, 49, 61. 

#On the relationship of hot money movements to the origin of exchange control and 
stabilization funds, see Bloomfield, Capital Imports, p. 148; and Ragnar Nurkse, International 
Currency Experience (Princeton: League of Nations, 1944), pp. 143-44, 162-66. 
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the ability of the government to maintain gold convertibility. Under 
these circumstances, speculative hot money movements assumed in- 
creased significance in the nation’s international financial transactions. 
The situation became especially grave in the three years following the 
panic of 1893. The government resorted, with limited and temporary 
effectiveness, to the palliative of four successive bond issues to protect 
the gold reserve and halt the external drain.° 

The year 1896 was one of general economic and political crisis.® It 
represented the culmination of the deep-seated cyclical depression that 
had continued since 1893, with a minor interruption in 1895. In its 
historical compilation of cyclical turning points, the National Bureau 
of Economic Research selected December 1895 as a peak and June 1897 
as the next trough.’ Frickey’s monthly data on bank clearings outside 
New York City, expressed in index numbers adjusted for trend, exhibit 
a sharp and almost uninterrupted decline from 98 in October 1895 to 
71 in May 1897." 

The resumption of the downswing in a national election year ag- 
gravated the political tension over the monetary standard. The “sound 
money” forces of the East favored bond issues and currency contraction 
to protect the Treasury’s gold reserve as necessary to the continuation 
of payments in gold. Under their influence, the Republican Convention 
in June 1896 adopted a platform calling for the adoption of a gold 
standard unless an international conference established a system of 
bimetallism. 

Simultaneously in the depressed agricultural sections of the South 
and the West the demand for an increase in the money supply to 


5 For a discussion of the international and other aspects of the four bond issues of 1894-1896, 
see U.S. Congress, Senate Document No. 187, soth Congress, Second Session, Sales of Bonds 
(Washington, D.C.: U.S. Government Printing Office 1896), Testimony taken by the Com- 
mittee of Finance; Investigation of the sale of bonds during the year 1894 and 1895 and 1896 
under resolution of the Senate of May 7, 1896 by the Committee of Finance; A. D. Noyes 
“The Late Bond Syndicate,” The Political Science Quarterly, X (Dec. 1895), 573-602; James A 
Barnes, John C. Carlisle, Financial Statesmen (New York: Dodd, Mead and Co. 1931), pp. 
381-82; Matthew Simon, Cyclical Fluctuations and the International Capital Movements of the 
United States, 1865-1897 (New York: Columbia University, unpublished dissertation, 1955), 
PP. 545-72. 

6In 1897 a contemporary European financial observer wrote: “The year 1896 will be con- 
sidered as one of the gravest in the political and financia! history of the United States.” 
Arthur Raffalovich, Le Marché Financier en 1896-1897 (Paris: Libraire Guillaume et Cie., 
1897), p. 91. 

7 Arthur F. Burns and Wesley C. Mitchell, Mexsuring Business Cycles (New York: National 
Bureal of Economic Research, 1946), pp. 78~79. For a recent critical evaluation of this period, 
see Charlies Hoffmann, “The Depression of the 1890's,” The Journal of Economic History, 
XVI (June 1956), 137-64. 

8 Edwin Frickey, “Bank Clearings Outside New York City, 1875-1914," The Review of 
Economic Statistics, VI (Oct. 1925), 261. 
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arrest declining prices focussed on the proposal to institute free and 
unlimited coinage of silver and gold at a ratio of 16 to 1. Throughout 
1895 and the spring of 1896 the growth of the “silver craze” (the term 
adopted by the Eastern “sound money” forces to characterize the op- 
position) was reflected in the adoption of resolutions endorsing national 
action for bimetallism by various Democratic State Conventions in the 
South and the West. Nevertheless, until the National Convention 
assembled at Chicago during the week of July 6-11, the press and 
public displayed uncertainty concerning the outcome of the monetary 
controversy and the selection of a candidate by the Democrats. The 
“sound money” forces alternated between discounting the proceedings 
on the assumption of an anticipated Republican victory in November, 
and hoping against hope that somehow the gold Democrats would 
be able to influence, if not control, the outcome. These doubts and 
illusions were speedily dissipated on July 8 when a platform containing 
a plank favoring free and unlimited coinage of gold and silver was 
adopted by a vote of 628 to 301. They completely disappeared on July 10 
as the convention stampeded in favor of William Jennings Bryan.° 

The immediate consequence of the melodramatic chain of events 
during the week of July 6-11 was an aggravation of the fury of the 
political campaign in the press. The eastern financial journals and 
dailies, preponderantly gold standard in outlook, launched a vitriolic 
attack on the platform and the candidate of the Chicago Convention. 
They intensified their castigation of the silverites as “anarchists, cut- 
throats, swindlers and Jacobins” and characterized Bryan as a “dema- 
gogue.” In turn, the silverite press fulminated against the “machina- 
tions of the Wall Street Gold bug manipulators.” One student of the 
campaign asserted, “few times have our leading journals demonstrated 
so flagrantly closed minds and blatant propensities.” *® The tension 
mounted to a fever pitch as the hatred and venom displayed assumed 
extreme proportions. 

The articulation of these sentiments produced two distinct reactions 
within the business community. One group made a basically optimistic 
appraisal of the situation and discounted the seriousness of the silverite 
threat. This evaluation was shared by a group of important London 
speculators. Prior to the Democratic Convention, as stock prices fell, they 


® James A. Barnes, “Myths of the Bryan Campaign,” Mississippi Valley Historical Review, 
XXXIV (Dec. 1947), 371-76. 

10 Ibid., 395; and James A Barnes, “The Gold Standard Democrats and The Party Con- 
flict,” XVII, Mississippi Valley Historical Review (Dec. 1930), 437. 
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acquired thousands of shares of the Louisville Nashville and the 
Chicago, Milwaukee and St. Paul railroads." These purchases were 
facilitated by the congested state of the London money market and 
the prevailing high level of British security prices.’* The adoption of 
the Chicago platform and the nomination of Bryan did nothing to 
deter the foreigners, who acquired more than 100,000 shares during the 
first two weeks of July.’* The trend continued during the week follow- 
ing the convention as the increasing tension and uncertainty aggravated 
the decline in security prices. Between 150,000 and 200,000 shares were 
shipped to Europe within the two weeks ending July 18."* 

The great bulk of these purchases, it must be emphasized, emanated 
from foreign speculative interests. In the midst of the general uncer- 
tainty, the investing public in the principal European creditor nations 
cautiously refrained from augmenting their portfolios of American 
securities. On the other hand, no evidence exists of any extensive re- 
patriation of railroad stocks and bonds. It is true that the effect of the 
decision of the Chicago Convention led to the complete cessation of 
the negotiation of new securities in Europe for the remainder of 1896.”° 
Nevertheless, on balance, the international movements of American 
securities in July 1896 did not represent an aspect of the prevalent out- 
flow of capital. In short, the extensive European speculative stock 
acquisitions operated to depress foreign exchange rates and to counter- 
balance partially the “hot money” movement that developed elsewhere. 

The second group in the business community did not share the 
confidence displayed by the foreign speculators purchasing American 
securities in the ultimate repudiation of Bryan and the Chicago 
Platform at the polls in November. These pessimists were gravely 
disturbed by the possibility of a silverite victory with all the horrible 
consequences described in the “sound money” press. In this sense, the 
lurid descriptions of Bryanism paradoxically boomeranged and pro 





11 Commercial and Financial Chronicle, LXII (July 4, 1896), 2-3, 16 and July 11, 1896, 
48-49, 65; Bankers Magazine of New York, LIl (Aug. 1896), 24; Bradstreets, XXIV (July 
4, 1896), 419. 

12 Ibid. (July 11, 1896), 434; The New York World, July 5, 18096. 

18 [bid., July 13, 1896; The New York Times, July 12, 1896; The New York Evening Post, 
July 11, 1896; The New York Tribune, July 14-15, 1896; and Commercial and Financial 
Chronicle, LXIII (July 11, 1896), 48-49. 

14 California Bankers Magazine, XII] (Aug. 1896), 271; Bradstreets, XXIV (July 18, 
1896), 453; The New York Tribune, July 20, 1896; The New York World, July 22, 1896. 
More than 70,000 shares were taken during the period July 13-July 18. 

15 See the tabulation in the Commercial Yearbook, A statistical annual relating to the 
Commerce, industries, agriculture, banking etc. of the United States and foreign countries 
(New York; The Journal of Commerce and Commercial Bulletin, 1897), pp. 452-53. 
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duced serious economic dislocations, that were manifest in a flight 
from currency to gold or gold-equivalents. 

During the week following Bryan’s nomination, insurance companies 
and investors in railroad, municipal and state bonds were quietly turn- 
ing to bonds payable in gold.”® Real estate mortgages contained gold 
clauses.’” Gold hoarding, which had prevailed throughout June and 
early July, was accelerated.”* Both large and small investors and prop- 
erty holders, frightened at the prospect of a rapid depreciation of the 
currency, reduced the size of their bank balances and transferred their 
gold to safe deposit vaults. The large banking houses, sensitive about 
the decline in gold reserves, characterized these depositors as “panic- 
breeders” and requested them to take their accounts elsewhere.’ On 
July 15, Zimmermann and Forshay, dealers in bullion and specie, 
announced that they would no longer supply gold in their operations.” 
By Saturday, July 18, as the situation became more acute, local banks 
were honoring only very small requests for gold. Furthermore, they 
refused to draw on the resources of the New York Sub-Treasury to 
meet the demands of those intending to hoard gold.” 

The liquidity crisis, precipitated by the adoption of the Chicago 
Platform and the nomination of Bryan, extended to the foreign ex- 
change market. Flight capital, intermingling with speculative transfers 
of capital from the country, were manifest in an increased demand 
for foreign exchange and rising gold exports. 

Both American and foreign sources participated in the ensuing 
hot money movement. Fearful that exchange depreciation would be 
inevitably induced by the serious and prolonged silverite agitation, 
investors were primarily concerned with preserving the external value 
of their assets. For many small property holders a more profitable and 
equally safe alternative existed to the hoarding of gold in safe deposit 
vaults. They could acquire long sterling as a convenient means for pro- 
viding adequate security for their funds. The drafts obtained in this 
manner were payable in gold. The holder of these bills had two 
choices. Either he could use them as collateral for loans, or alternatively 
he could lend the 60 or go day bills. In both cases he would retain the 


16 The New York Tribune, July 14, 1896. 

17 [bid., July 15, 1896. 

18 Bankers’ Magazine of New York, LIl (Aug. 7, 1896), 53. 
19 The Economist, LIV (Aug. 1, 1896), 1005-06. 

20 The New York Tribune, July 16, 1896. 

21 The Herald, July 20, 1896. 
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use of the money. At maturity, he practically could call on gold at 
the rate of exchange prevailing on the date of purchase.” 

Large financial and business firms that were apprehensive of the 
situation participated more significantly in the heavy purchases of 
sterling.** An important source of the demand for foreign exchange 
emanated from still another domestic group. Debtors with open account 
obligations in Europe maturing in a short period were intent on protect- 
ing themselves against the contingency of gold going to a premium.” 

Additional acquisitions of long sterling, based on the possible 
depreciation of American currency, were made by speculative interests. 
In the week following the Democratic Convention some bankers and 
exchange dealers motivated not by fear, but by the desire to capitalize 
on the crisis, made considerable purchases.” The New York Tribune 
attested to this phenomenon: 





When gold started to leave this country in a heavy volume a large amount of 
sixty and ninety bills of exchange were purchased and pledged with banks for 
loans. The idea was that exchange would reach such a high point that there soon 
would be a handsome profit (sic) on these bills.* 


The extensive purchases of foreign exchange and gold exports by 


American bankers, businessmen, and property holders were reinforced 
by the parellel activities of some foreigners. Fear of the silver agitation 
and its possible consequences was an impelling motive for the European 
withdrawal of deposits.” Given the increased risks associated with 
carrying loans following the eventful week in Chicago, British creditors 
considered prevailing rates unattractive. Many sterling loans that 
matured in this period were consequently not renewed. American 
debtors, under pressure to make remittances, aggravated the demand 
for foreign exchange.” By the beginning of the week of July 20, the 
scale of the purchases was accelerated. In the prevailing tense and 
panicky atmosphere large interests having heavy obligations to settle 


22 The Commercial and Financial Chronicle, LXII (July 18, 1896), 93; The Journal of 
Commerce, July 18, 1896; The New York Evening Post, July 24, 1896; The New York Journal, 
July 15, 1896. 

28 Bradstreets, XXIV (July 18, 1896), 459. 

24 Ibid., July 25, 1896, p. 466; The New York Journal, July 15, 1896. 

25 The Journal of Commerce, July 17, 1896. 

26 The New York Tribune, July 26, 1896. 

27 The New York Times, July 21, 1896; The Journal of Commerce, July 21, 1896; The New 
York Evening Post, July 25, 1896. 

28 Ibid., July 15, 1896; The New York Tribune, July 16, 1896. 
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abroad were buying exchange without limit to provide an easy method 
of carrying gold.” 

The scope of the exodus of funds was reflected in rising rates of 
foreign exchanges, declining gold reserves, and increased gold exports. 
Chart 1 shows the daily movement during the month of July 1896 of 
the price of sixty-day sterling bills of exchange at New York and 
of the net gold and bullion for redemption of United States notes held 
by the Treasury. From $4.87!/2-$4.88, the range prevailing during the 
week of Chicago Convention, the price of sixty-day sterling bills rose 
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almost continuously to a peak of $4.88 '1/.-$4.89 on July 21, eleven days 
after Bryan’s nomination.” Parelleling the upward pressure in the 
foreign exchange market was the uninterrupted fall of the Treasury's 
gold reserve, from more than $102,400,000 on June 30 to less than $89,- 
700,000 on July 23, a figure under the $100,000,000 danger point.” That 
an increasing proportion of the gold withdrawals in the week following 
the Chicago Convention was for export can be seen from the following 
data in Table 1 compiled for the Secretary of Treasury. 





TABLE I 


DAILY TREASURY WITHDRAWALS AND EXPORTS 
OF GOLD FROM THE UNITED STATES 
JULY 13-JULY 17 
(DOLLARS) 


Day Treasury Withdrawals Exports 
July 671,961 375,000 
July 217,712 

July 1,266,712 — 900,000 
July 507,855 2,040,000 
July 2,357,989 

Source: Manuscripts of William Curtis, 

(Library of Congress, Washington), VII. 


On Saturday July 18, $3,316,000 was taken for shipment overseas. 
During the week of July 13, leading international bankers, such as 
Lazard Fréres, Heidelbach, Ickelheimer & Co., and Hoffmann and 
Company acquired $2,000,000. On Monday, July 20 these bankers ob- 
tained the lion’s share of the $3,033,000 taken for export on Tuesday. 
The destination of the gold was Germany, since the advance in the 
exchange rate had made it possible for the Imperial bank of Germany 
to obtain gold in this manner at reasonable rates in New York.” Dur- 
ing the four week period extending from June 27 to July 25, total ex- 
ports from New York were $9,907,706, of which $8,429,000 were con- 


30 For date on the movements of the price of sight bills, which exhibited parallel trends, 
see Financial Review, 1897, p. 45; for additional statistics on sterling exchange rates, see A. 
Piatt Andrews, Statistics of the United States, 1867-1909 (Washington, D.C.: United States 
Government Printing Office, 1911), p. 195; and New York State Chamber of Commerce, An- 
nual Report, 1896-1897, pp. 236-37. 

31 Jt is interesting that Taussig erred when he asserted that Treasury reserve remained 
above $100,000,000 in the summer of 1896. See Frank W. Taussig “The United States Treas- 
ury in 1894-1896," Quarterly Journal of Economics, XIII (Jan. 1899), 206. 

82 Financial Review, 1897, p. 8; The New York Evening Post, July 20, 1896; The New 
York Tribune, July 16, 18, and 22, 1896. Some of this gold was obtained to satisfy the re- 
quirements of Russia. 
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centrated in the two weeks following the Chicago Convention. It is 
apparent that the crisis had thus developed suddenly in an acute form, 
since the great bulk of the latter shipments occurred on July 16, 18, and 
20. 

A comparison of the level of interest rates in the United States and 
overseas sheds additional light on the nature of the prevailing hot 
money movement. Throughout July 1896, the discount rate of the Bank 
of England was fixed at 2 per cent.** Despite this relatively low rate, 
steamships were bringing gold from New York.* In France, discount 
rates hovered under 2 per cent; in Germany at 3 per cent.” In contrast, 
as the political crisis accentuated following the Chicago Convention, 
the entire structure of interest rates in New York was subjected to 
powerful upward pressure. From July 11 to July 25, average charges 
on call loans increased from 13/4 per cent to 2! per cent, and the rates 
paid for time loans and single and double name commercial paper 
registered sympathetic advances.” The upward surge of interest rates 
did not attract European capital but produced a perverse effect of 
speculative and flight capital transactions that were expressed in an in- 
creased demand for foreign exchange and mounting gold exports. 
The critical state of affairs in the early part of the week of July 20, was 
reflected in the suggestion of one bank president that “the only way 
to stop gold shipments is to kill the shippers.” ** The scale of the hot 
money movement sufficed to produce the need for countermeasurers 
on the part of the government and the leading financial circles. 


Ill 


The gravity of the domestic and international financial repercussions 
of the outcome of the Democratic Convention was recognized by the 


38 The Commercial Yearbook, 11 (1897), 295. Total net exports of gold for July, 1896 
from the United States was $10,263,450, a sum significantly higher than the outflow for the 
comparable period in each of the succeeding four years. See U.S. Department of Commerce 
and Labor, Bureau of Statistics, “Monthly Summary of Commerce and Finance” (Washington, 
D.C.: Government Printing Office, 1911), pp. 1069~70. 

% Sir R. H. Ingliss Palgrave, F. W. Hirst, B. Breslauer, Robert Franz, Albert Aupetit and 
M. Fevre, Statistics for Great Britain, Germany and France 1867-1909 (Washington, D.C.: 
United States Government Printing Office, 1911), p. 50. 

35 California Bankers Magazine, XIII (July 1896), 50. 

36 Andrews, Satistics, pp. 201, 315. 

87 Ibid., p. 125. 

38 The New York Tribune, July 22, 1896. 
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pro-gold standard officials of the Cleveland administration. Within a 
week following Bryan’s nomination, on July 16, Secretary of the 
Treasury Carlisle sent Assistant Secretary William E. Curtis to New 
York to discuss the situation and the actions required to protect gold 
payments with the leading financiers. 

Both the Treasury officials and J. Pierpont Morgan in these discus- 
sions opposed the proposal to float a new issue of Government bonds 
through a banking syndicate similar to the 1895 arrangement, as 
“politically inexpendient” in view of the strongly worded condemna- 
tion of these methods contained in the Chicago Platform.** Morgan, 
however, expressed a willingness to protect the Treasury without a 
bond issue and offered to purchase gold abroad if necessary to protect 
the public credit. 

The precise role that the bankers with foreign connections would 
play in the crisis was brought to a head by the sharp fall in the 
Treasury's gold reserve and the large gold exports on Monday, July 20. 
On that day, the clearing-house banks of New York, in conjunction 
with those of Philadelphia, Boston, and Chicago, agreed to deposit 
gold with the Treasury in exchange for currency to restore the 
reserve.” Frederick D. Tappan of the Gallatin National Bank assumed 
the leadership in this movement and canvassed the domestic bankers 
to determine the extent of their contributions. In this process, the presi- 
dents of one or two national banks indicated they would not give up 
a dollar of their gold unless the foreign bankers did their share for the 
reserves by stopping remittances to Europe.’ 

The memory of the role of W. H. Crossman and Bros. in sabotaging 
the 1895 Morgan-Belmont syndicate by exporting gold obtained from 
the Treasury was still vivid. These points were raised in a lengthy 





89 Morgan's statement to the press on July 20, 1896 indicated his confidence in the govern- 
ment’s ability to sell bonds. See The New York Journal, July 21, 1896; The New York World, 
July 21, 1896; The New York Evening Post, July 21, 1896. On July 16, 1896, Secretary of the 
Treasury John Carlisle had written to President Cleveland that he had sent Assistant Secretary 
Curtis to New York to warn the financiers of “the great importance of preventing a condition 
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discussion between Tappan and Robert Bacon of the firm of J. Pierpont 
Morgan on Tuesday, July 21. At that meeting, both bankers recognized 
the need to regulate the foreign exchange market and to restrain the 
gold shipping houses from filling arbitrary orders for gold from abroad 
except at prohibitive commissions.” 

Decisive action was soon forthcoming. On Wednesday, July 22 
J. Pierpont Morgan invited the representatives of the leading foreign 
exchange houses to a noon meeting at his Wall St. office.” After the 
conference the following statement was issued: 


An informal meeting was held today at the office of Messrs J. P. Morgan & Co. 
of foreign bankers who met to consider what could be done to prevent or 
diminish gold exports or in any other way within their power to assist in the 
maintenance of the gold reserve supplemental to the action of the banks in 
putting their gold at the disposal of the Treasury.** 


The task of formulating a plan to implement these objectives was 
referred to a committee of seven, which included J. Pierpont Morgan, 
chairman; John Crosby Brown of Brown Bros. & Co.; A. Luttgen of 
Belmont & Co.; J. Schiff of Kuhn, Loeb & Co.; William Salamon of 
Speyer and Co; E. Mayer of Lazard Fréres; and H. Ickelheimer of 
Heidelbach, Ickelheimer & Co.” 

In a press interview following the conference Morgan explained 
that the action of the domestic bankers would be of no avail unless 
the outward flow of gold was checked. “By united action the dealers 
in foreign exchange could so control the exchange market that the 
foreign demands for American gold would cease.” “© This announce- 
ment was immediately followed by a sympathetic reaction on the stock 
exchange. In the money market sixty-day bills were freely offered and 
the rates on sterling declined on Thursday. 

On July 22, the day of the conference, $2,000,000 of gold were with- 


42 The New York World, July 22, 1896. 

43 The most complete account of the meeting can be found in The New York Tribune, 
July 23, 1896. Among those attending besides Morgan, were Ernst Thalmann of Ladenberg, 
Thalmann & Co. F. M. Thierot and J. Walter Wood of L. Von Hoffmann and Co. George 
Grossman of W. H. Grossman and Bros., E. Mayer of Lazard Fréres, Jacob Schiff of Kuhn, ’ 
Loeb and Co., Pilny Fisk of Harvey Fisk and Sons, William Solomon of Speyer & Co., and 
Joan A. McCall, President of New York Company. 
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drawn by Kuhn, Koeb and Co., Lazard Fréres, L. Von Hoffmann & 
Co., and Heidelbach, Ickelheimer & Co. for shipment to Europe. 
Russia and Austria paid a commission of ¥g per cent to obtain the 
specie. It was regarded as “the final shipment,” since the foreign 
bankers had agreed at the conference to refrain from further ship- 
ments of gold.** Government officials viewed the situation optimisti- 
cally. On July 23, Conrad Jordan, United States Treasurer at New 
York, wrote Curtis; “The cooperation of the sterling exchange men 
will put us here on the safe side and we won't have any more gold 
shipments.” “* On the same day, Carlisle wrote to President Cleveland: 
“The movement started at New York in regard to the exchange market 
will if carried out greatly relieve the situation.” © The mere announce- 
ment that the private foreign bankers had banded together to end the 
policy of drift and had selected a committee to institute arrangements 
to stem the outflow of gold had an immediate salutary effect.” 

The specific techniques to be employed, however, were not formu- 
lated or made public on July 22. The following day the committee 
selected at the Morgan conference met for several hours."* On Monday, 
July 27, they submitted a plan and a report to the group of foreign 
bankers. Both were unanimously adopted and the committee was dis- 
charged. No public statement on the details of the plan, however, was 
forthcoming at the time or at the conclusion of the crisis.™ It is conse- 
quently necessary to piece together information from the contemporary 
press on the proposed foreign exchange pool or clearing house that 
was the focus of the committee’s deliberations. 

All foreign exchange dealers and gold shipping houses were eligible 
for membership in the pool, which was organized as a syndicate. It 
would include the concerns that had been recently exporting gold to 
Europe and W. H. Crossman and Bros. The latter firm had shipped 
$20,000,000 in gold obtained from the sub-treasury while the govern- 
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ment’s contract with the Morgan-Belmont syndicate was in force. 
Any non-member which intended to ship species would be boycotted.” 
In this way, the lessons of the limitations of the 1895 syndicate were 
applied by eliminating loopholes and developing a more formidable 
alignment of participants to insure the success of the operation. 

The five leading houses selected to manage for foreign exchange 
pool as a result of the report submitted by the committee of seven were: 
J. P. Morgan & Company, August Belmont & Co., L. Von Hoffmann 
& Company, Kuhn, Loeb and Company, and Lazard Fréres.” The 
basic objective of the organization was to prevent shipments of gold 
for at least two months or until after the election in November. If the 
hot money movement could be halted through the termination of gold 
. exports, a renewal of large scale foreign security purchases, as in 1895, 
would be forthcoming with the restoration of confidence. 

How could these ends be achieved? The central responsibility of the 
proposed pool or clearing house would be that of providing an 
adequate supply of foreign exchange to establish and maintain ex- 
change rates sufficiently below the gold export point. Mercantile 
houses were informed that they would receive as much exchange as 
they required at “fair figures”—that is, at rates below the shipping 
point. The architects of the new arrangement had learned much from 
the failure of the Morgan-Belmont Syndicate. At that time the sterling 
exchange rate was pegged too high. The large coffee importing firm 
of Arbuckle and Co. began to sell sterling in New York in July 1895 
and found it profitable to obtain gold from the United States Treasury 
for shipment to London to make its settlements. The syndicate’s 
effective control of the foreign exchange market thus broke down 
entirely as $65,000,000 of the Treasury’s gold was sent abroad in the 
next five months. 

The exchange houses would obtain the necessary exchange by im- 
porting short-term capital on an emergency basis through the use of 
their international financial prestige or credit standing. The process 
involved the following steps. Sixty-day bills would be drawn by the 
exchange houses. These “long” bills would be discounted in London, 

55 The New York Tribune, July 23, 1896. 

56 Tbid., July 24, 1896. 
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Paris, and other European financial centres to establish credits abroad. 
Sight bills or cable transfers could then be drawn against these balances 
to satisfy the remitter’s requirements. £5,000,000 could be obtained 
immediately and a total amount ranging between £ 10,000,000 and 
£15,000,000 would be provided by European bankers.” 

The new syndicate anticipated that an adequate supply of cotton, 
wheat, and other merchandise bills would be flowing into the market 
before the sixty-day bills issued by the pool matured. By late July, 
sea room had already been engaged for 15,000 bales of cotton, which 
would yield $500,000 of exchange. The estimated annual crop of 100,- 
000,000 bales was worth $350,000,000 at prevailing prices. If three 
fourths of the crop were exported, $262,500,000 would be thrown 
into the foreign exchange market. Since the 1896 crop was two to three 
weeks early, it would be moving by mid-August. Since the planters 
were heavily in debt during this period of depression, they would 
be under special pressure to bring their crops forward as soon as possi- 
ble by their merchant creditors, who, in turn, were obligated to their 
banks.” 

Moreover, it was a usual seasonal procedure for foreign exchange 
dealers to draw sixty-day bills to obtain their exchange requiremenits 
in anticipation of the cotton crop.” The syndicate clearly considered 
these factors in establishing its arrangements and prepared an alternate 
plan. In the unlikely event that the supply of foreign exchange forth- 
coming was not sufficient to cover the sixty-day bills, the pool would ob- 
tain the required gold from the domestic banks rather than from the 
Treasury reserve.” 

The responsibility of maintaining exchange rates below the gold 
export point through providing an adequate supply of sight drafts 
and cable transfers rested on the management of the syndicate. They 
would be continuously involved in supervising daily transactions. The 
member houses would be required to report the number of the bills 
drawn on their correspondents, the sales of this exchange to remitters, 
and the amount purchased to cover these sales. The requirement that 
they turn over all exchange to the managers was also under considera- 
tion. With such detailed information on the state of the foreign ex- 
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change market at their disposal, the managers could then allocate the 
supplies of foreign exchange in accordance with the needs of each 
member.” 

The comprehensiveness of the clearing house scheme was further 
manifested in the method provided for the distribution of profits. 
Interest at the rate of 4 per cent was allowed upon the amount each 
member advanced to the pool. The syndicate would try to sell foreign 
exchange at rates as high as possible and buy bills for the lowest price. 
The margin between the buying and selling price would yield the 
profit on each bill. Total profits from those operations would be ob- 
tained by subtracting the discounts paid on the sixty-day bills drawn to 
secure credits in Europe from the earnings made on the foreign ex- 
change bought and sold by the pool. 

Of almost equal significance was the means by which the success 
of the foreign exchange pool proposal was assured. A formidable 
alignment of European and domestic bankers, aided by leading im- 
porters and large corporations, rallied behind the syndicate. Within a 
few days after receiving the details, the members’ European corre- 
spondents, which included all of the great financiers of Europe, cabled 
back expression of full support. They agreed to provide the American 
syndicate sixty-day credits sufficient in amount to stem large exports 
of gold. Some of the European bankers, moreover, indicated the desire 
to forego their usual commission for services in connection with provid- 
ing credits to support the pool’s operations.” The domestic bankers 
and other big money lenders, in addition to exchanging gold for cur- 
ency with the Treasury, offered to aid the managers of the syndicate 
“as far as practicable in regulating the money market.” These actions 
would serve to restrict the demand for foreign exchange.” Prominent 
importers and manufacturers agreed to confine their purchases of 
foreign exchange to their actual business requirements at rates de- 
termined by the syndicate.” To prevent gold exports, these companies 
planned to “carry their transactions abroad upon credits as far as 
possible.” * Finally, large corporations with substantial holdings of 

68 The New York Tribune, July 23, 1896. 
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securities offered to guarantee the pool. This action would permit the 
members of the syndicate “to sell exchange up to the limit of their 
credits and absolutely insures the success of the operation.” * The un- 
precedented unity of this vast array of international business interests 
displayed in the face of the emergency generated by an explosive 
political crisis proved to be a decisive factor in shaping the course of 
events. 

We know much less about the actual pool than we do about the 
elaborate preparations that went into it. On the day following the 
Morgan conference, the member houses of the syndicate sold bills 
freely and forced rates downward below the gold shipping point. 
They tacitly agreed, however, to maintain rates as close to the gold 
export point as possible to minimize or avoid losses.” The uncertainty 
surrounding the definite nature of the syndicate’s plans served to sus- 
tain rates at high levels. Simultaneously, the gold shipping houses 
refused to accept the premium offered by German bankers.”’ The 
domestic banks cooperated with the syndicate in interposing obstacles 
in the way of those who wished to export gold.” The very tenseness 
of the economic atmosphere, reflected in rising interest rates, made it 
difficult to obtain foreign exchange. 

The directors of the exchange pool were thus involved in the delicate 
task of keeping exchange rates high without allowing gold exports. 
The syndicate members in late July and August were quietly and effec- 
tively controlling foreign exchange. They were supplying the needs 
of remitters and purchasing grain and cotton bills as these appeared 
on the market.” Despite the crisis and the unusual character of the 
measures proposed and adopted, comparatively little attention was 
focussed on the activities of the syndicate. On July 27, the day the 
committee of seven submitted its report, one newspaper observed: 





When the Bond Syndicate last year undertook to thus dam up the natural cur- 
rent of exchange, the experiment was without precedent and challenged the 
interest of the whole civilized world. The repetition of the scheme at this time 


69 The New York Journal, July 31, 1896. 

70 Ibid., July 24, 1896; Commercial & Financial Chronicle, LIM] (July 25, 1896), 131; 
The New York Times, July 24, 1896. 

71 [bid. 

72 The New York Worid, July 26, 1896. 

73 Commercial and Financial Chronicle, LXII (Aug. 1, 1896), 170 and Aug. 8, 1896, 208, 
217; Economist LIV (Aug. 8, 1896), 1027 and (Aug. 15, 1896), 1055; Journal of Commerce, 
Aug. 3, 1896 and Aug. 8, 1896; The New York Tribune, Aug. 3, 1896 and Aug. 10, 1896. 





48 Matthew Simon 


excites little comment. The difficulties are even greater but the practicability of 
the expedient has been demonstrated, and it no longer possesses the charm of 
novelty."4 





With a minimum of fanfare, the syndicate was thus accomplishing 
its basic objective of halting the politically induced exodus of short- 
term capital.” Foreign capitalists ceased to withdraw their balances 
and domestic investors terminated their investment purchases of for- 
eign exchange.” 

In the latter half of August, the state of the foreign exchange market 
was drastically transformed as a result of the failure of the Bryan 
campaign to gain momentum, the mounting volume of agricultural 
exports, and the commencement of gold imports. Since the conditions 
that created the need for the syndicate no longer existed, it was 
virtually though not formally dissolved. At this time, it was disclosed 
that the exchange pool, as.such, had not made a single transaction. A 
total of £240,000 had been advanced to the account of the syndicate. 
When these funds were no longer required, they were returned to the 
members. The dissolution of the pool thus occurred in a swiftly 
changing situation less than a month after the moral effect of the 
formation of the syndicate, its deliberations to establish control of the 
foreign exchange market, and the powerful support extended to it by 
foreign and domestic business circles combined to terminate the hot 
money movement. 


IV 


The unique characteristic of the hot money movement of July 10 
to July 22, 1896 in contrast to similar outflows during the 1890’s was 
its exclusively political origin. The unexpected and decisive turn of 
events at the Chicago Democratic Convention, reflected in the adoption 
of a silverite platform and the nomination of Bryan, produced wide- 
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spread alarm among investors that more than one avenue existed to 
the abandonment of gold payments. 

Despite the existence of substantial silver strength in Congress 
before 1896, the principal threat had not been a political one. So long 
as the Cleveland administration was in office and was committed to 
the defense of gold convertibility it was believed that measures, how- 
ever ineffectual, would be adopted to protect the Treasury reserve. 
The major fear was that the serious weaknesses of existing monetary 
arrangements could lead to the depletion of the Government’s gold 
stock. It would culminate in the abandonment of the gold standard 
and exchange depreciation. The alarm over this state of affairs pro- 
duced recurring speculative international capital movements after 1890. 

The nomination of Bryan under dramatic circumstances raised the 
specter of the election of a silverite President and Congress. In short, 
it implied the threat of the abandonment of gold payments through 
legislative processes. This additional fear provided the distinctive 
feature of the ensuing outflow of funds. Two elements—speculative 
and flight capital transactions interacting with one another—thus com- 
bined to characterize the exodus of short-term capital seeking safety 
abroad. In the light of the substantial offsetting speculative purchases 
of securities by foreign operators the magnitude of hot money move- 
ment was probably greater in those thirteen days than in any other 
comparable period of the depression of the 1890's. The experience of 
July 1896 illustrates the crucial importance of unexpected and swiftly 
developing political crises, both in foreign and domestic affairs, as 
the principal ignitor of disequilibrating short-term capital movements 
in the history of modern international finance. 

Political considerations similarly inspired the establishment of con- 
trol over the foreign exchange market by J. Pierpont Morgan and 
the other foreign bankers. The rejection of another bond issue was 
based on grounds of political feasability. Yet the need to end the policy 
of drift in the crisis was universally recognized among the leading 
circles in the financial community. It accounts for the unusual form 
of the private exchange pool proposal that emanated from the Morgan 
conference of July 22. 

The basic requisite for the continuation of the United States on the 
international gold standard was the maintenance of foreign exchange 
rates below the gold export point. Given the prevailing shortage of 
foreign exchange in relation to the crisis-induced demand, two re- 
sponsibilities devolved on the managers of the exchange pool. An 
adequate supply of foreign exchange had to be mobilized to meet the 
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“legitimate” demands for remittances. Emergency international short- 
term borrowing based on credits established in Europe was the prin- 
cipal device employed to support the operations of the pool. Simulta- 
neously the demand for foreign exchange that was generated by the 
hot money movement had ‘to be terminated. The programs employed 
bear more than a superficial resemblance to the techniques of ex- 
change control and exchange stabilization funds employed to regulate 
the foreign exchange market in the 1930's. 

The extreme desire to stabilize the economy through preventing 
the collapse of the existing monetary system and securing the political 
defeat of the silver threat accounts for the willingness of the business 
community to accept these unusually drastic measures of intervention 
and control. The mere announcement that the committee had been 
established to devise means to stem gold exports sufficed to produce a 
favorable psychological effect that reduced and terminated the outflow 
of capital.”* The principal financiers, importers, and corporations dis- 
played an extraordinary measure of solidarity in accepting the leader- 
ship of the architects of the syndicate. They accepted willingly the 
substance of its program to terminate gold exports by stabilizing for- 
eign exchange rates below the export point through the establishment 
of an exchange pool based on foreign credits. Importers, by agreeing 
to restrict their purchases to the minimum requirements, were acqui- 
escing in a self-imposed form of exchange rationing. Under considera- 
tion was a proposal to delegate responsibility to the board of directors 
of the pool to supervise the acquisition, distribution, and sale of foreign 
exchange for the period of the emergency. These measures represent 
far-reaching departures from the standard or “normal” mechanism 
of a free foreign exchange market characteristic of the nineteenth cen- 
tury international gold standard. The paradox lies in the absence of 
extended discussion or strenuous opposition to these proposals. The 
experience of the Morgan-Belmont syndicate of 1895 undoubtedly 
made the business community more receptive to these arrangements. 
The exchange pool proposal of 1896, nevertheless, is an interesting 
illustration of how a depression-generated political crisis produced 
extraordinary solutions even in the pre-1914 era. 


Matruew Simon, Pace College 


78 The action of the bankers was regarded as the decisive factor in restoring confidence by 
high government officials. See the letter of Assistant Secretary of Treasury William Curtis to 
Assistant Secretary of Agriculture Charles W. Dabney, dated October 14, 1896, in Curtis 
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Sir Ambrose Crowley and the 
South Sea Scheme of 1711 


IR AMBROSE CROWLEY is well known as one of the greatest 

f early English industrialists. His claim to distinction rests on the 
immense scale of his operations and on his imaginative approach to 
the problems of industrial organization. The group of factories he 
established in County Durham, near Gateshead, constituted what was 
believed to be the largest ironworks in Europe and was probably the 
largest industrial unit in the England of his day outside the naval 
dockyards. Sir Ambrose, whose manufacturing career began in 1682, 
was an iron manufacturer, converting bar iron into the end products 
of the iron industry—steel, steelware, nails, and a wide range of iron 
components and implements. He had entered this branch of the in- 
dustry as a nailmaker, and nailmaking remained the mainstay of his 
business." 

The principal purchaser of the vast flow of assorted ironware from 
the Crowley works in the north of England was the Royal Navy. To 
the uninitiated, the business of supplying iron to a navy of wooden 
ships must appear of trifling account, Mr. John Ehrman, the historian 
of William III’s navy, has emphasized that the “ship of the line was 
. . built entirely of wood, even to the pins that fastened the sec- 
tions together.” * Yet the navy was an important customer of the iron 
industry, and in the year 1700, for example, payments by the navy for 
iron were exceeded only by those for one other item of naval stores— 
for timber and masts—while payments for hemp and rope and for 
canvas fell short of those for iron. Wood needs nails, and a high pro- 
portion of the ironware supplied to the navy consisted of nails of every 
shape and size, from a quarter of an inch to nine inches. Sir Ambrose 
supplied no less than 108 varieties of nails to the navy. Of these, those 
in greatest demand were the sheathing nails, which were used to 
secure the thin, replaceable wooden sheath of a ship’s hull. This type 
of sheathing was found to be cheaper and more effective than lead and 


1 For biographical details see M. W. Flinn, “Sir Ambrose Crowley, Ironmonger, 1658-1713,” 
Explorations in Entrepreneurial History, V (1953), 162—80; and for the nature of his industrial 
and social organization, see M. W. Flinn, ed., The Law Book of the Crowley Ironworks (Pub- 
lications of the Surtees Society, Vol. CLXVII; Durham, 1957.) 

2]. Ehrman, The Navy in the War of William III, (Cambridge: Cambridge University Press, 
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was only displaced by the development of cheaper copper sheeting at 
the very end of the eighteenth century.’ The remainder of the iron- 
ware consisted of anchors, hoops for masts and yardarms, tools for 
ships’ carpenters, and a wide variety of brackets, hinges, and locks. 

Dr. John argued cogently some years ago that the wars of the early 
and mid-eighteenth century contributed to industrial expansion, and 
he regarded the iron industry as a major example of this process.* 
It is, however, difficult, if not impossible, to determine exactly how far 
war demand contributed to the growth of the iron industry in the 
early eighteenth century, for the absence of any kind of price or output 
statistics reduces the area in which precise analysis of cause and effect 
is possible. But whatever the relation between war and the develop- 
ment of the iron industry as a whole in the eighteenth century, there 
can be no doubt that Sir Ambrose’s business thrived on war. True, he 
had the wisdom to cultivate both civil and service markets, so that he 
never lacked buyers in war or peace; but the rapid rise of his business 
must be explained primarily in terms of war demand. j 

The material in the Treasury and Admiralty records for a study of 
the financial relations between the navy and its contractors at this 
period is plentiful, though surprisingly little use has yet been made 
of it. Contemporary writers were not, on the whole, interested in the 
financial side of the war; they commented at some length on the 
strategy of the commanders but left the problem of paying for the war 
to the civil servants and contractors. The historians of the Pepysian 
naval administration have revealed the emergence after the Restoration 
of acute financial and administrative problems.’ Ehrman’s monu- 
mental study of William III’s navy carried the story into a period when 
problems of naval finance brought the government near to disaster 
on more than one occasion. Towards the end of Anne’s reign, how- 
ever, naval finance, which constituted the major part of the problem 
of paying for the war, blighted the whole political scene. The gov- 
ernment of the day, faced with the apparently insoluble problem of 
carrying on the war under the burden of the accumulated arrears of a 





3 The Papers of Thomas Bowrey (Publications of the Hakluyt Society, 2d ser., Vol. LVIII; 
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ser., VI (1953), 134-55; J. R. Tanner, Samuel Pepys and the Royal Navy (Cambridge: Cam- 
bridge University Press, 1920), pp. 37-56; and J. R. Tanner, Descriptive Catalogue of the 
Naval Manuscripts in the Pepysian Library (Publications of the Navy Records Society, Vols. 
XXVI, XXVII, XXXVI, LVII; London, 1903-23), particularly I, 98-116. 
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decade, devised a master-stroke of fiscal improvisation—the South Sea 
Company. By examining how Harley’s brainchild affected the for- 
tunes of one major naval contractor, this article hopes to throw some 
additional light on the processes of naval contracting, on some of the 
problems of war finance in the early eighteenth century, as well as 
on the role of the South Sea Company in the fiscal history of Harley’s 
administration. 

Naval supply was organized at this period on a: contractual basis. 
The normal method of business was for contracts to be put up for 
tender on a pre-arranged date. The procedure for tendering is well 
illustrated from the Navy Board’s minute for 11 June 1711: 





Thursday being appointed to treat for the smith’s work for Portsmouth, Mr. 
Dummer sent in his tender at 36/6d. for weight work, Mr. Robert Norris at 
34/-, and Mr. William Norris at 37/- a cwt. They were all call’d in one after 
another, Mr. Wm. Norris left 36/6 as his lowest, Mr. Robert Norris 33/-, and 
Mr. Dummer 33/-. Mr. Dummer was offer’d 32/- a cwt., and desiring to step 
out to consider of it, came back presently and accepted the same.® 


Normally the lowest tender was accepted, and there is evidence that 
the Crowley firm was fairly consistently lower in its tenders than its 
rivals.’ Because the ironware contracts involved a large variety of 
goods, contracts were on a time basis, with agreed prices, but un- 
specified quantities. Contractors of this kind were known as “stand- 
ing contractors” to distinguish them from those who tendered for 
specified quantities. After prices had been determined by the Navy 
Board in London, it was up to the officers at the individual dockyards 
to make calls for delivery against the contracts. The dockyards then 
drew bills to cover payment for a batch of deliveries. Thus, for example, 
one of Crowley’s bills for £454 dated December 31, 1705 and paid in 
January 1708, was for “ware delivered at Woolwich between 1 October 
and 31 December 1705.” * Through want of resources, bills were seldom 
met at maturity, and the normal procedure was for them to’ be put 
in “the course,” a process of taking a place in the queue for payment 
as and when funds became available.* 

6 Navy Board Minutes, Vol. LXIV, 11 June 1711. Sergison Manuscripts, National Maritime 
Museum, Greenwich. 

7 Thus Public Record Office, London, Adm. 3/36; and Navy Board Minutes, Vol. LXVII, 25 
July 1712, Sergison MSS. 

8 P.R.O. Adm. 20/94. 

9 John Mason, the Kentish merchant who dominated the supply of timber to Chatham Yard 
in the 1660's and 1670's, in a fine gesture of contempt, pretended that “as for being paid in 


course I understand it not.” Coleman, “Naval Dockyards,” 150. Ec. H. R., 2d ser., V1 (1953). 
Forty years later “the course” was inescapable. 
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Ehrman has explained that because of the specialized nature of the 
stores demanded by the navy, the advantage in naval contracting lay 
with the larger suppliers, for the aggregated requirements of the six 
principal dockyards made possible economies of large-scale produc- 
tion. For this reason, contracting for ironware, unlike that for timber, 
tended to fall into the hands of a relatively small group of merchants. 
In 1693 there were only eleven suppliers of ironware, and of these, 
one—Isaac Loader—supplied over 50 per cent of the total.”® Six years 
later, when Crowley had entered the lists, the number had been re- 
duced to seven, two of whom—Loader and Crowley—supplied almost 
go per cent.” 

In the few years before Crowley entered the field, the two principal 
contractors were Robert Foley, of the great Worcestershire ironmaking 
family, and Isaac Loader, already mentioned.’* Foley was a manufac- 
turer as well as a merchant; Loader, just a merchant. Robert Foley, 
whose father had first secured naval contracts for ironware after the 
Restoration, apparently fell from favor on political grounds after the 
revolution of 1688.* Loader remained overwhelmingly the largest con- 
tractor. Crowley stepped into the gap left by Foley in the early 1690's; 
the first of his contracts that has been traced was for Portsmouth Yard 
in August 1694.’* Crowley and Loader rapidly acquired a high propor- 
tion of the naval contracts for ironware. In 1699-1700, for example, 88 
per cent of payments for ironware went to Crowley or Loader. The 
duopoly was quickly resolved by a partnership between the two con- 
tractors. Very little, unfortunately, can be discovered concerning the 
nature of this partnership. From as early as 1697 until at least 1712, 
the year before Crowley’s death, the two worked together. They em- 
ployed watermen jointly, received payments on each other’s behalf, 
and wrote letters jointly to the Navy Board. Yet they seem to have kept 
their finances separate, and there is no evidence at all that the partner- 
ship extended beyond the sphere of naval contracting. 

The tender system appears to have kept suppliers’ prices competi- 
tive, but the scale of the trade made it very remunerative. In a busi- 
ness career of thirty years, Sir Ambrose built up an estate worth 





10 P.R.O. Adm. 20/60. 

11 P.R.O. Adm. 20/74. 

12 P.R.O. Adm. 20/54. 

13 H. E. Palfrey, “The Foleys of Stourbridge,” Transactions of the Worcestershire Archaeologi- 
cal Society, XXI (1944), 7-8. { 

14 Sergison MSS., Naval Miscellany, Vol. Il. There were almost certainly contracts previous 
to this one, copies of which have not survived. 
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probably £200,000, and much of this must have been the fruits of 
naval contracting. Yet the path of the naval supplier was beset with 
many obstacles; in particular, the difficulties and delays in securing 
payment too easily consumed the profit of the contractor unwary of 
the pitfalls of public finance. So long as the expenditure of the differ- 
ent departments of the services was secured against specific items of 
governmental revenue, and so long as revenue normally fell short of 
what was anticipated, delay in settling the routine debts of the service 
departments was inevitable. The fundamental trouble, of course, was 
the persistent refusal of the Commons to face up to the realities of 
wartime finance. Partly, also, the trouble lay in the failure of revenue 
allocated to naval estimates to come up to expectations. In 1702, for 
example, rather less than £1.6 million was actually received by the 
Treasurer of the Navy to meet an estimate of £2.2 million, leaving a 
deficit of £600,000. In the following year, the current annual deficit 
had risen to over £800,000." As a result, the navy debt grew from 
£1.2 million in 1700 to £35 million in 1707 and £5.6 million in 
1710.'° Ehrman has shown for William III’s war how this state of 
affairs resulted in the war being carried on with an enfeebled navy. 
Ships were put to sea in an unseaworthy condition, and only immense 
arrears of pay kept the desertion rate to manageable proportions. Yet 
the wars at sea were fought, in the main, successfully. 

If Crowley’s experience may be taken as typical, however, and there 
is no reason why it should not be, the problems of securing payments 
were far greater during Anne’s reign than they had been during 
William’s. At the very beginning of the eighteenth century, a delay of 
payment of about fifteen months appears to have been usual. Thus 
in November 1700, Crowley received £473 in settlement of a bill of 
September 1699. Similarly in December 1701, he received £1,797 to 
clear a bill of August 1700." But ten years later there were accumula- 
tions of arrears running back sometimes three or four years. 

A crisis in naval affairs had been reached in 1699, when arrears of 
payments were exceptionally high. The credit of the navy was virtually 
extinguished and contractors not only were refusing to supply any 
further goods, but few were willing to tender for new contracts. It 
became imperative not merely for the navy to placate its existing, sup- 
pliers by making some gesture with the arrears, but more important, 





15 Sergison MSS., Naval Miscellany, Vol. VI. 
16 Sergison MSS. 132, “Estimates of Navy Debts 1689-1718.” 
17 P.R.O. Adm. 20/74, 75. 
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to devise some more attractive method of payment for the future that 
would encourage contractors to tender once again. Crowley was 
prominent among the contractors pressing for more satisfactory meth- 
ods of settlement. A memorial addressed to the Navy Board in May 
1699 was signed by 31 standing contractors, including Crowley and 
Loader. Crowley signed first, and the letter appears to be in the hand- 
writing of one of his clerks. It spoke of 





the tediousness of the payments upon the course of the navy ..., and the... 
tallys ** that were applied for the course of the navy proving so very bad, and 
hath in a great measure fell upon the poore standing contractors to their great 
impoverishment, and without some speedy relief will be altogether incapacitated 
to serve longer. We do therefore most humbly pray yr Honours to lay oure 
miserable condition before the Rt Honourable the Lords of his Majesty’s Treas- 
ury, that some good payment may be instantly applyed for the satisfying the 
ouldest debts upon the course whereby the greatest suffrers will at this time 
have relief.’® 


The outcome of the threat to naval credit in 1699 was a fresh start 
with the course. Bills registered after October 1699 were to be paid 
within two months of registration in the course, but most old debts 
still remained, some going back to the previous reign. 

For ten years this new system worked tolerably well. Reference has 
already been made to the lengthening interval between registration of 
a bill and its eventual payment: by 1701 this delay had risen from the 
two months of 1699 to fifteen months, and by 1708 to two years.” 
The delay in payment did not at first seriously disturb Crowley. Writ- 
ing to the Navy Board from Stourbridge in 1701, he intimated merely 
that he would “be glad to be welcomed to the towne by a good pay- 
ment in the navy.” * The beginning of 1710, however, saw a new crisis 


18 The distinction between the respective functions of bills and tallies is obscure. It is clear 
that tallies were used mainly to pay-——or rather to delay payment of—naval debts. “Tallies of 
loan” were secured on the general credit of the Exchequer, and at this period were therefore 
at a heavy discount. “Tallies of assignment,” secured on a specific item of future revenue, 
were obviously less unpopular with creditors. Sergison, the Clerk of the Acts to the navy, 
noted in 1697 that the discount on tallies was 35 per cent, though Clapham states that the 
average discount in 1696 and 1697 was “something like 40%.” R. D. Merriman, ed., The 
Sergison Papers (Publications of the Navy Records Society; London, 1949), p. 59; Sir John 
Clapham, The Bank of England (2 Vols., Cambridge: Cambridge University Press, 1944), 
I, 47. Though both kinds of tally could be discounted, neither can properly be considered a 
negotiable instrument. Yet tallies find very little mention in the accounts of the Treasurer of 
the Navy in the early eighteenth century. So far as he was concerned, debts were settled by 
bills. Tallies were probably used to pay bills at maturity, thus stalling off payment indefinitely. 

19 P.R.O. Adm. 106/525, May 1, 1699. 

20P.R.O. Adm. 20/75, 94. 

21 P.R.Q. Adm. 106/542, October 13, 1701. 
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in naval credit arising, which was not so easily resolved as that of 
1699. From the latter end of 1708 delays in payments had been grow- 
ing, and losses on discounting had begun to exceed what the con- 
tractors were willing to accept. In September 1709 Godolphin had 
made an ineffectual effort to stem the ebbing tide of naval credit in 
a directive to the Navy Commissioners to pay interest on bills when 
they became due, even though the principal could not be paid; but 
the demands of the naval creditors.were not to be satisfied with this 
crumb of comfort.” 

As in 1699, the struggle for improved payments in 1710 was opened 
by the standing contractors, headed once again by Crowley and 
Loader. They submitted a memorandum couched this time, not in 
the respectful terms of the 1699 memorial, but in the stronger terms 
of men not to be trifled with. They stressed that their 





dissatisfaction therein is very much augmented by the rumours [among] the 
dealers in navy bills who believe that great sums of mony have been diverted 
from the Ware and Tare of the navy and aplyed to other services and that 
the talleys design’d for the course will not be aply’d till they be equall with ex- 
chequer bills, and then may be otherwise disposed of, by which means the 
credit of the course, which hath been so eminent a spring for the support and 
increase of the navy during this and the last war may be in danger of being 
utterly lost.24 


What the contractors were concerned with, therefore, was not so 
much the extent to which the course had fallen into arrears, but that 
in falling into the temptation to divert funds intended for the course 
into other channels, the government would destroy the credit of the 
course, and the discount rate on tallies be much increased. As the con- 
tractors were in the habit of discounting to dealers in bills and tallies, 
it was the discount rate that mattered, and this depended on the relia- 
bility of the course. When this reliability was threatened, they were 
immediately up in arms. The rate at which Crowley discounted bills 
rose from 19% per cent in December 1709 to 27 per cent in July 1710, 
reaching ultimately 33 per cent in August 1711.” 

This declaration of war was followed very shortly by personal 
representations. Crowley, now knighted for his services as Sheriff of 
the City of London, attended the Treasury in July 1710, and Lord 
Treasurer Godolphin promised to discuss the problem of tallies with 

22 Sergison MSS. 87, Navy Board Order Book 1709-13, 28 September 1709. 


23P.R.0. Adm. 106/651. 
24 P.R.O. T. 1/143, No. 33 





58 Michael W. Flinn 


Mr. Walpole.” Godolphin appears to have been successful in persuad- 
ing Crowley to continue with his contracts, giving assurances of im- 
proved payments.** But early in August 1710, Godolphin was dis- 
missed from the Treasurership, and the new administration, with 
Harley at the Exchequer, rapidly assumed a more Tory hue. Crowley 
was politically much more disposed to favor the new government 
than the old one. His political views were very close to Harley’s, and 
it is not surprising to find that his son was a secret supporter of the 
Jacobites in the early years of George I’s reign. In spite of the advent 
of a government more to his liking, however, Crowley relented not 
one iota in his campaign for improved naval payments. On 28 August, 
less than three weeks after Harley took office, Crowley and Loader 
wrote jointly complaining that “for two years past there hath been 
an extraordinary loss per the smiths’ and anchor contracts, iron rising 
and the bills growing worse.” As a result they gave warning that they 
wished to be discharged from further deliveries under contract after 
the expiry of a limited period of warning.’ Once again they were 
dissuaded, “being then informed it might be att that time a prejudice 
to her Majesty’s service.” ** But a further representation from eight 
contractors headed by Crowley in September asked for improved pay- 
ments and threatened cessation of deliveries? and in late October 
Crowley alone submitted a formal warning on his contracts, because 
“I see now it is impossible for me to goe forward on the present foot.” * 
Once again, he was, in his own words, 





by your Lordship [Lord Treasurer Harley] and the Navy Board prevailed with 
to go on with the service until April 30, 1711, and was then also prevailed with 
to go on upon a new foot by agreeing for one month and till each should give 
the other a month’s warning, by which agreement I was to have the same en- 
couragement that should be given to future contractors as by the said agree- 
ment may more fully appear, upon which foot I went on serving the navy 
till 17 August 1711.3 


Before this further term of warning expired, the situation was 
dramatically transformed by the publication of Harley’s South Sea 
plan, which aimed to solve at one stroke for the government the prob- 


25 Calendar of Treasury Books, XXIV, Part Il (1710). 
26 P.R.O. T. 1/143, No. 33. 

27 P.R.O. Adm. 106/651, August 28, 1710. 

28 Thid., October 27, 1710. 

29 Ibid., September 14, 1710. 

30 Ibid., October 27, 1710. 

31 P.R.O. T. 1/143, No. 33. 
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lem of the accumulated arrears of floating debt. The details of Harley’s 
brilliant solution of this most pressing problem by the creation of the 
South Sea Company are well known, but some interest attaches to 
the way in which the transfer of the old naval debts to South Sea stock 
affected one important contractor. 

Harley laid his great plan before the Commons in March 1711, and 
the total government debt eventually subscribed into South Sea stock 
was just short of £9.5 million.” Of this amount, naval debts ac- 
counted for rather more than £5 million, or 54 per cent.” According 
to W. R. Scott, the “immediate effect of the acceptance of the scheme 
[which took place in May 1711] was to raise the quotation of Navy 
Bills by 20 per cent.” * This is not borne out by Crowley’s experience, 
at least if his own assertions in a memorial to the Treasury of early 
1712 are to be accepted. In this memorial he set out in full detail all 
navy bills he discounted between December 1709 and mid-August 
1711, giving the amount of the bills, the rates of discount, and the 
losses due to discounting. He was in the habit of discounting them at 
anything between two months and twelve months from the “date 
when numbered,” which may be assumed to be not their dates of 
acceptance or maturity, but the date when they were registered “in 
the course.” Between November 1710 and the end of April 1711, the 
discount rate remained very steady at 2814-29 per cent. The House of 
Commons approved the resolutions launching the company on May 3. 
For ten weeks after that date Crowley discounted no bills, presumably 
biding his time to see the effects of the scheme on the rate. On July 17 
he discounted a small batch of bills at 2634 per cent. Possibly the rate 
had fallen during the intervening months of May and June by as 
much as Scott’s 20 per cent, but this recovery was cleariy only tem- 
porary. Auditor Harley, in his life of his brother, claimed that the 
City opponents of the government had driven the discount rate to as 
high as 40 and 45 before the announcement of the South Sea scheme; 





32 Parliamentary Papers, 1898, LII (“History of the earlier years of the Funded Debt”), p. 
57; Historical Manuscripts Commission, Portland Manuscripts, V, 464. Scott gives a total of 
£9,177,967. W. R. Scott, The Constitution and Finance of English, Scottish and Irish Joint- 
Stock Companies to 1720 (3 Vols.; Cambridge: Cambridge University Press, 1910-12), Il, 
296; “The History of the Funded Debt” gives a figure (at September 29, 1711) of £ 9,471,325. 
For a general survey of the South Sea scheme, see W. A. Shaw's masterly introduction to Vol. 
XXV of the Calender of Treasury Books, 1711, pp. xxxiv-liii. 

33 The total of naval debts authorized by the South Sea Act of 1711 for transfer to South 
Sea stock was £5,130,539. “Estimates of Navy Debts 1689-1718,” Sergison MSS. 132. The 
same figure is given in a memorandum dated December 10, 1712 from the South Sea Company 
to William Lowndes at the Treasury. (Lowndes Papers, P.R.O. T. 48/21.) 

34 Scott, Constitution, Il, 294. 
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but Crowley never paid so high a price, and there is no reason to 
doubt his figures, while Harley's figures might be suspect. When, 
after the lapse of another four weeks, in mid-August, Crowley dis- 
counted over £2,000 worth of bills, he paid 33 per cent, four per cent 
more than the highest rate before the South Sea proposals were made 
public. The conclusion forced on us, then, is that Crowley, by now 
very experienced in the rise and fall of government credit, was not, 
as other Tories were, enthusiastic about the South Sea solution of the 
financial crisis. It is possible that the enthusiasm was confined to those 
supporters of the ministry who were not public creditors. Unless he 
was in urgent need of cash at that moment, his decision to discount a 
large batch of bills at an unusually high rate in August 1711 can only 
be interpreted as a choice of the lesser of two evils. 

The transfer of navy bills to South Sea stock took place gradually 
during the summer and autumn of 1711. On June 15, 1711, the Lord 
Treasurer called on the Navy Board for a list of all bills registered in 
the course of the navy, and the initial transfer appears to have been 
made on June 29, when Crowley was credited with just over £25,000 
worth of stock.*” A further transfer was made early in July, and a list 
of July 10 gives Crowley's holding as nearly £ 37,000.*° By the turn of 
the year, Crowley claimed that he had been obliged to subscribe into 
the Company “upwards of £52,000.” *° At the time of the July list, 
Crowley's holding in the company was exceeded only by that of 
Matthew Decker. Other large private holders included Sir Theodore 
Janssen, the remittance contractor, and Sir Gregory Page, a brewer 
and naval contractor, and neighbor of Crowley at Greenwich. There 
were, of course, a number of departmental officials holding larger 
sums in their own names on behalf of their departments. 

According to Scott, the South Sea stock was issued at par, but it 
seems likely that the selling price of this stock fell immediately below 
par. As early as September 22, 1711, Crowley was complaining of the 
high rate of discount of bills “that must be wrote into the South Sea 
stock.” “” There is ample evidence that Crowley disliked and dis- 
trusted the South Sea stock. In 1712 he described payment in South 





35 Historical Manuscripts Commission, Portland Manuscripts, V, 650. 

86 P.R.O. T. 1/143, No. 33. 

37 Sergison MSS. 87, Navy Board Order Book, 1709-13; P.R.O. C. 114/164. 
88 British Museum, Harlecian MSS. 7497. 

39 P.R.O. T. 1/143. . 

40 P.R.O. Adm. 106/661, 22 September 1711. 
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Sea stock as being “an intollerable hardship.” “* But his objection to 
receiving South Sea stock appears to have been fruitless, for when he 
came to draw up his will in June 1713, he made bequests of £56,000 
worth of South Sea stock, and there may have been more amongst the 
residual legacy to his eldest son.“ Thus his holding had been increased 
even during 1712. 

Crowley, however, was a business man through and through, and 
no person to waste time bewailing his grievances. His large holding en- 
titled him to a directorship of the new company, and from the Court 
of Directors’ first meeting in September 1711, he was an active force 
in the company. Within three days of taking the oath as director, he 
was appointed one of a committee to “prepare books and settle the 
method for taking the further subscriptions towards the capital stock 
of this company.” Thereafter he was unfailing in his attendance at 
meetings, being present at no less than 103 meetings in the twenty- 
four months between the inception of the company and his final ill- 
ness in 1713. He was at this time living at Greenwich, so that each 
meeting must have entailed a river journey of at least an hour each 
way. And it should be borne in mind that at the same time he was 
managing by post from a distance of three hundred miles what was 
probably the largest industrial unit in private hands in the country, 
while finding time for a parliamentary campaign at Andover in the 
summer of 1713. That he was nevertheless still able to devote so much 
time to the management of the South Sea Company is sufficient proof, 
therefore, that he took the company seriously. In this his warranty was 
his own large personal interest, amounting probably to a third or a 
quarter of his entire fortune. In less than a year, by August 1712, he 
was elected deputy-governor of the company. This dignity was third 
in the hierarchy of the company, but the governor was Harley, now 
Earl of Oxford, whose appointment was nominal, and the sub- 
governor, Sir James Bateman, attended very irregularly. Thus for the 
last twelve months of his life Crowley normally took the chair at the 
Court meetings. He was also appointed to membership of no less than 
four standing committees—those of Treasury, Shipping, Correspond- 
ence, and House and Servants. 

Thus the creation of the South Sea Company relieved the govern- 





41P.R.0. Adm. 106/672, 24 November 1712. 

42 Prerogative Court of Canterbury, 222 Leeds. 

43 British Museum, Additional MSS. 25, 494-5. Minutes of the Court of Directors of the 
South Sea Company. 
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ment of the responsibility of paying off the accumulated arrears. From 
the point of view of the creditor, the solution was drastic and unsatis- 
factory, though it brought to an end years of bickering and nagging 
between Treasury, Admiralty, and contractors. But the problem it 
solved was only one of several that embittered relations between the 
navy and its suppliers. The announcement of the South Sea scheme 
did not affect in any way the problem of current payments, while the 
date by which all debts were to be liquidated in South Sea stock re- 
mained to be settled. Crowley’s decision not to serve the navy after 
August 17, 1711 remained quite unaffected by the South Sea conver- 
sion; indeed, the new scheme may well have strengthened his deter- 
mination. On August 15 and 17 he discounted over £14,000 worth of 
bills at the highest-ever rate of 33 per cent,“* and then wrote to the 
Navy Board refusing to make any further deliveries after one month. 
He attended the Board in person on August 20 and refused to be talked 
out of his decision.” 

The last thing Crowley wished to do, however, was to kill the 
goose that laid the golden egg, and he tempered his adamance with 
a promise that, in spite of everything, “the service would be carryed 
on, and that he would come this day sennight and give his finall 
answer.” “* Thus, slamming all doors save the last one, and giving them 
three weeks’ grace instead of seven days, he duly turned up. at the 
Navy Board on September 14 to hear what the Board could now offer 
him. This was only the usual empty promise from the Lord Treasurer. 
The Board must have been very relieved to be able to tell Crowley 
that at that very moment Harley was at the Merchant Taylors’ Hall, 
which was just round the corner from Crowley’s Thames Street office, 
and that Crowley would be well advised to buttonhole him personally, 
so that “he may have an opportunity of knowing from his Lordship 
himself what is intended to be don, what he proposes seeming to us 
not only unreasonable and also impracticable.” * 

If Crowley caught Harley at the Merchant Taylors’ Hall that morn- 
ing, he cannot have got much satisfaction from him, for on September 
21, once again, he attended personally at the Navy Board to tell them 
that “I could not go on any longer on this foot. Neither can I, without 
cripling so good a trade that I have with so much industry brought to 





#4P.R.O. T. 1/143, No. 33 

45 Navy Board Minutes, Vol. LXV, August 17 and 20, 1711. 
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such a perfection.” “* The Navy Board were clearly seriously worried 
by Crowley's apparent determination this time to stop deliveries, and 
they pressed the Treasury to urge the Lord High Treasurer to make 
funds available, observing that “his Lordship will easily perceive that 
nothing but a full stop to the affaires of the navy can be expected, 
unless an immediate remedy be applyed.” “* On the same day that 
Crowley “handed in his notice,” the Navy Board had received a similar 
warning from the canvas merchants. The Board was entirely sym- 
pathetic to the contractors, advising the Lord Treasurer that “these 
gentlemen’s cases are very deplorable, and that it is the same with all 
the rest of the dealers with the Navy.” Indeed, naval credit had reached 
so low an ebb that the Board was obliged to complain to the Lord 
Treasurer “that at this hour we cannot have credit for candles for our 
office.” © 

The result of the agitation of the various navy commissioners was 
a summons from the Lord Treasurer to the Navy Board, the Com- 
missioners of Victualling, of the Sick and Wounded, and of Transport, 
on October 2. Harley then outlined to the assembled commissioners 
his new plan for restoring naval credit. (It should be recalled that the 
South Sea scheme merely dealt with arrears.) The new settlement 
provided that all debts incurred before Michaelmas 1710 should be 
met by South Sea stock, and that all subsequent contracts should be 
paid by a new course. Undoubtedly the new course was made possible 
by the clean sweep made of all the arrears of navy debts that was 
effected by the creation of the South Sea Company. Thus at the end 
of 1711 the cycle of naval payments was back where it had been in 
1699, when another new course had been started. 

The day after Harley outlined his latest plan to the navy commis- 
sioners, Crowley (probably by now recognized as the unofficial leader 
of the navy creditors) secured an interview with Harley, and there 
seems little doubt that he came away fairly satisfied with the new 
arrangement.” He did, however, make one final effort to secure more 
advantageous terms for himself a week later, when he wrote to the 
Board requesting in a somewhat peremptory manner that all his bills 
since May 1 should be left out of the South Sea list “in order to their 


48P.R.O. Adm. 106/661, September 22, 1711. 

49PR.O. T. 1/137, No. 22. Cf. Pepys’s diary for April 7, 1665 (quoted by Tanner, 
Descriptive Catalogue of Pepysian Manuscripts, 1, 100, n.5): “ . . . to the Duke of Albemarle, 
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50 Navy Board Minutes, Vol. LXV, September 21, 1711. 
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taking the New Course for payment sursuant to my late agreement 
with the Honourable Navy Board.” The letter was taken by hand 
by one of his clerks. The clerk was called in before the Board and 
told categorically that “my Lord Treasurer’s order is positive that all 
bills on contracts or agreements before Michaelmas must be satisfyed 
out of South Sea stock.” Crowley did not accept this verdict and 
kept up the pressure for a more satisfactory settlement. Finally, five 
months later, in March 1712, he extracted a compromise from Harley. 
The Navy Board was ordered by the Lord Treasurer that “the first 
£10,000 incurred and grown due for goods served by him since the 
30th April last be registered and assigned for payment out of South 
Sea stock, and the rest due and to grow due to the said Sir Ambrose 
shall be registered and paid according to the new course begun at 
Michaelmas last 1711.” ™ 

Thus was settled the last and most dramatic crisis in Sir Ambrose’s 
experience of naval finance. The results may be summarized briefly 
as follows. In the summer and early autumn of 1711, Crowley was 
concerned with three aspects of his naval credits: that large part en- 
grafted into the South Sea Company; the still significant group of 
outstanding bills which were not, until Harley’s ruling of October 2, 
paid in South Sea stock; and—perhaps the most important in the long’ 
run—the position with regard to future payments. We have seen how 
most of the South Sea stock remained in his possession at the time of 
his death two years later. In January 1712 he claimed to have lost 
£3,500 “by South Sea stock disposed of to enable me to go on with 
the service,” from which it may be inferred that his first reaction to 
the South Sea transfer had been to realize his newly acquired stock 
at the earliest opportunity, but that this proved so costly that the ex- 
periment was not continued. Possibly his subsequent experience from 
inside the company gave him confidence in the stock as an investment. 
At an earlier stage in his career as an industrialist he could not have 
afforded to tie up so much capital permanently. 

With regard to the bills not transferred to the company, it seems 
that he made up his mind to cut his losses and discount the lot, though 
at a high price. Having discounted a great many bills dated between 
1708 and the summer of 1711, he found that losses on discounting 





52 P.R.O. Adm. 106/661, October 11, 1711. 

53 Navy Board Minutes, Vol. LXV, October 12, 1711. 

54 Calendar of Treasury Books, XXVI, Part u (1712), p. 21. 
55 P.R.O. T. 1/143, No. 33. 
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amounted to nearly £11,700. Though there is no evidence at all 
about Crowley's costing methods, it seems reasonable to suppose that 
he made allowance for at least part of these losses in the prices he 
tendered to the Navy Board; otherwise losses on such a scale must have 
had a crippling effect on his business. He does not appear to have dis- 
counted any bills after August 17, though it was not until October 2 
that Harley ruled that all bills on contracts before September 1710 
must be met in South Sea stock. 

Finally, so far as the future was concerned, Crowley attempted to 
persuade the Navy Board to agree to a rise in the prices of all goods 
delivered by him to the navy since April 30, 1711. On that date the 
Board had agreed to allow Crowley “such advances (if any) as should 
be made in the prices of the said goods upon any new contracts for 
the same,” but Crowley’s request for higher prices now was for exist-- 
ing contracts. Harley was not prepared to concede this point, and, after 
an interview with both the Navy Commissioners and Sir Ambrose, 
ruled that goods delivered after May 1, 1711 according to existing con- 
tracts must be paid for according to the prices of those contracts. But 
he did, in the same directive, make the concession to Sir Ambrose re- 
garding bills for the new course already mentioned.” 

Thus, on the whole, Crowley cannot have felt very satisfied by the 
settlement of 1711. He had, after all, lost over £15,000, though it may 
be assumed that his tender prices made suitable allowance for the 
cost of discounting, at least at normal rates. At all events, he was a 
great deal more exacting over details of subsequent contracts than he 
had been in the past.” The immediate losses were heavy; but Harley’s 
decision to make a fresh start in 1711 justified itself in the long run, at 
least'so far as the experience of the Crowley firm was concerned. For 
many decades after Sir Ambrose’s death in 1713 the firm contrived 
to thrive on naval contracts, and the correspondence of Sir Ambrose’s 
heir John Crowley with the navy is almost completely devoid of 
reference to difficulties in naval payments. 

The absence of financial difficulties after Sir Ambrose’s death may 
be explained primarily by the termination of the war—he died within 
six months of the signing of the peace treaty. The problem of pay- 
ments had become steadily more acute during the war and Crowley’s 





65 Ibid. 

57 Calendar of Treasury Books, XXVI, Part u (1712), pp. 11, 21. 

58 See, for example, Navy Board Minutes, Vol. LXVII, July 15, September 26, October 3, 
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experiences as a naval contractor simply reflect the inadequacies of 
early eighteenth century war finance. Though the essentials of the 
funded debt were in process of creation at this time, the principles of 
long-term borrowing were still but dimly understood. Consequently 
war expenditure was financed partly by means of short-term credit, an 
expedient which demands flexibility of revenue; lacking this the gov- 
ernment failed to maintain the essential liquidity. The establishment 
of the South Sea Company was essentially the funding of the short 
and medium-term debt without the sanction of the creditors. Where 
Harley’s actions departed from the canons of fiscal respectability was 
in transferring the servicing of the funded debt to a quasi-independent 
authority. The wars of the League of Augsburg and of the Spanish 
Succession together lasted for nineteen years separated by a respite of 
five years. Though the eighteenth century was a century of wars, no 
other wars between Utrecht and 1793 imposed so crushing a burden 
on the Exchequer. The wars against Revolutionary and Napoleonic 
France raised comparable fiscal problems, but by then the funded debt 
with a moderate rate of interest eased the transition from peace to war. 
It was no longer necessary for the private contractors to provide war 
credit from their own capital resources. 

It is, of course, impossible to disentangle the industrialist’s profit 
from the rentier’s income in the payments made to contractors in the 
early eighteenth century. When the contractors themselves, in effect, 
constituted the source of short and medium-term credit for the govern- 
ment, both kinds of profit were present and legitimate. As has been 
shown above, Crowley estimated the substantial losses he had incurred 
by discounting; it is debatable how far these constituted the losses of 
industrial profits or the losses of a speculator in government bonds. 
Unfortunately the absence of records of the Crowley firm makes it 
impossible to estimate the profitability of the naval business. What 
evidence there is indicates that naval orders constituted a significant 
proportion of the whole output of the firm. Sir Ambrose’s vast fortune 
was accumulated in a relatively short period. This suggests that, in 
spite of all the difficulties of payments, naval contracting contributed 
to rather than detracted from the prosperity of the Crowley firm. 





Micuaet W. Finn, University of Edinburgh 





Autocracy and the Factory Order 
In Early Russian Industrialization* 


Tsarist government played an important and fateful role in 

the development of the relationship between workers and em- 
ployers in the early stages of Russian industrialization. Although the 
general character of this role is well known to historians,’ further study 
and reexamination of Tsarist labor policy, in the light of the con- 
temporary concern with economic development, is invited by the 
Soviet publication in recent years of documentary evidence on nine- 
teenth century labor problems.* An attempt will be made in this 
article to integrate some of the new evidence with data from earlier 
sources in an analysis of the methods used by the Tsarist government 
to cope with the problem posed by internal government of industry 
in an era of growing labor unrest. It will focus on the period between 
the Emancipation and the 1905 Revolution.’ Russia did not become an 
industrial state during this period, but industry made enough progress 
to bring the country face to face with the modern labor problem. It 
was a period in which social and economic relations, rooted in feudal 
traditions, began to undergo significant changes in response to in- 
dustrial growth. Labor unrest and protest are one of the chief 
symptoms of the problems inherent in this socio-economic readjust- 
ment. To understand the Tsarist approach to these problems it will be 
necessary to begin with a brief outline of the social milieu of Russian 
industrialization and of the governmental attitude toward industrial 


* This study was carried out with financial assistance from the Ford Foundation. Responsibility 
for its contents is solely that of the writer. 

1See J. Walkin, “The Attitude of the Tsarist Government Toward the Labor Problem,” 
American Slavic and East European Review, XIll (April 1954), 163-184. 

2 Several thousand pages of documentary material, chiefly reports by local administrative 
and police officials and by factory inspectors, are contained in A. M. Pankratova (ed.), 
Rabochee Dvizhenie v Rossii v XIX Veke (Moscow: Gospolitizdat, 1950-1952), 6 vols. The 
present study is based in part on a survey of these documents. 

8 Significant industrial undertakings existed in Russia before then, of course, although there 
is disagreement among historians regarding their scale. Cf. J. Koulischer, “La grande industrie 
aux XVII® et XVIII® sitcles: France, Allemagne, Russie,” Annales d'histoire économique et 
sociale, 111 (Jan. 1931), 39-46, and P. I. Liashchenko, History of the National Economy of 
Russia, (trans. by L. M. Herman; New York: MacMillan, 1949), pp. 288ff. The period from the 
1860's to 1890 may be considered the “preparatory stage” of industrialization; after 1890, 
in W. W. Rostow’s terms, the country entered the stage of self-sustained industrial growth. 
See W. W. Rostow, “The Take-Off into Self-Sustained Growth,” Economic Journal, LXVI 
(March 1956), 25-48. 
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discipline and unrest before the Emancipation. The second section of 
the article covers the period between the Emancipation and the mid- 
eighties, during which the government did not formally regulate the 
internal order of the factory but was not unconcerned with the rela- 
tions between employers and workers. The third section covers the 
period after 1886, when the internal factory order was subject to formal 
regulation and official inspection. 





Russian industrialization emerged in a context of autocratic feudalism 
with a tradition of an absolutist central power depending on a landed 
aristocracy for political support and for administrative and military 
services. While the landed aristocracy was subservient to the Tsar, 
it exercised more or less absolute authority at the local level, and, in- 
deed, found it natural to insist that this kind of control over the 
peasantry was essential to the security of the state.’ The peasants, on 
the other hand, while subservient to their immediate social superiors, 
had a strong tradition of looking to the Tsar as the ultimate authority 
and supreme protector. Because all authority centered theoretically in 
the Tsar, there was always the potentiality of official intervention at 
the local level, as well as the possibility of interpreting every act of 
resistance to local authority as resistance to the will of the Tsar. 
Appeals to the Tsar directly, or to his subordinate officials, were the 
only permissible forms of overt protest available to workers or 
peasants.” Being otherwise defenseless, workers and peasants were in- 
clined to keep alive the tradition of appealing to “higher authority,” 
even though such appeal more often than not resulted in punishment 
or counter-accusations rather than satisfaction of grievances.’ Petitions 


4For a broader analysis of the emergence and of the economic and social implications of 
this tradition, see J. Blum, “The: Rise of Serfdom in Eastern Europe,” American Historical 
Review, LXII (July 1957), 807-836; B. Brutzkus, “Die historischen Eigentiimlichkeiten der 
wirtschaftlichen und sozialen Entwicklung Russlands,” Jahrbticher fiir Kultur und Geschichte 
der Slaven, (1934), pp. 62-99, and R. Bendix, Work and Authority in Industry, (New York: 
John Wiley & Sons, 1956), pp. 174-90. 

5 This was one of its chief arguments against the emancipation of the peasants; see N. 
Tourgueneff, La Russie et les Russes (Parsis: Comptoir des Imprimeurs Unis, 1847), II, 239. 

6 See J. Mavor, Economic History of Russia (New York: E. P. Dutton, n.d.), I, 446ff; 
M. Tugan-Baranovskii, Russkaia Fabrika v Proshlom i Nastoitashchem (St. Petersburg, 1898), 
pp. 122ff. The texts of numerous worker petitions may be fund in Pankratova, Rabochee 
Dvizhenie . . . (2d edition; Moscow: Gospolitizdat, 1955), Vol. I:i. 

7 The consequences of petitions in a Kazan factory between 1796 and 1849 are presented 
schematically in Bendix, Work and Authority in Industry, pp. 172-73. 
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always raised questions of insubordination, or even of sedition, no 
matter how well-founded the complaints were. 

Within this framework of absolutism, which was often inefficiently 
and sometimes corruptly administered, the “protective” arm of the 
Tsar usually was felt only when conditions became so bad that they 
threatened revolt. What was to become the government’s basic ap- 
proach to the “settlement” of industrial disputes was foreshadowed by 
its forceful military repressions of the earliest instances of collective 
worker resistance—those in the Ural mining and iron centers in the 
late eighteenth century.” The workers and peasants first had to sur- 
render unconditionally and return to their jobs, and only then were 
their grievances to be examined and ameliorative steps undertaken. 
Under ordinary circumstances, however, the government, in line with 
its reliance on local control, did not concern itself with the internal 
order of a factory, except in the case of possessional and state factories, 
where it regulated production as well as wages and working condi- 
tions.” Workers in these factories were mostly serfs. In the first half 
of the nineteenth century, however, the use of free labor in industry 
became more and more prevalent, and in 1835 the possessional factories 
were given the right to discharge bound laborers, thus making legal a 
free-labor market practice already in existence.’” Efforts were made at 
the same time to establish certain ground rules for the hiring of free 
laborers, but this early attempt at a labor code, like other similar 
attempts before 1886, failed to reach practical significance, even though 
a set of regulations was introduced in several areas on a “trial” basis.” 

With the decreasing role of bound labor in industry, the “free” labor 
contract and its corollary—a hands-off attitude of the government— 
became recognized as the basic principles underlying employer-worker 
relations. Whatever regulations of factory life were decreed, and there 
were such regulations as far back as 1741, they were far less significant 
for the worker than his socio-economic position vis-a-vis his employer. 

8 See R. Portal, L’Oural au XVIII¢ siécle (Paris: Institut d'Etudes Slaves, 1950), pp. 283ff. 

® Possessional factories were specially privileged private enterprises which had peasants 
bound to the establishment as such, rather than to the owner, who was usually a merchant. 
The owner himself was almost in a civil servant position; see Liashchenko, History of the 
National Economy of Russia, pp. 293-94, and G. von Schulze-Garvernitz, Volkswirtschaftliche 
Studien aus Russland (Leipzig: Duncker and Humblot, 1899), pp. 32-33. 

10 Workers could be given a passport to seek a job elsewhere. For details on the liquidation 
of the possessional rights and duties see I. 1. Shelymagin, Fabrichno-Trudovoe Zakonodatel’ 
stvo v Rossii (Moscow: luridicheskoe Izdatel’stvo, 1947), pp. 22-32. 

11 Jbid., pp. 28-29. Some of the older studies attach more significance to the 1835 labor 


regulations. See for instance F. P. Litvinov-Falinskii, Fabrichnoe Zakonodatel'stvo i Fabrichnaia 
Inspektsia v Rossii (St. Petersburg, 1900), pp. 3-4. 
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The majority of the factory workers were illiterate peasants, often 
living in the factory itself or in houses provided by the factory. The 
disciplinary paternalism which marked the relationship between the 
peasants and the landed gentry was bound to influence the authority 
structure of industry, especially since many early factory owners 
were from the landed estates.” With the expansion of the factory 
system and the rise of a more heterogenous class of factory owners— 
often of very humble origin and small means—the industrial authority 
structure most likely adopted more of the disciplinary and less of the 
benevolent aspects of the agrarian paternalism.’* The dominance of the 
employer rested not merely on a social and economic basis but had a 
legal foundation as well. For, in spite of the introduction of free con- 
tract, worker resistance was not treated merely as a breach of con- 
tract, subject to civil law, or as a conspiracy to violate a contract, but as 
a specified criminal offense."* Amendments to the Penal Code in 1845 
stipulated that collective resistance to the employer would be treated 
as an uprising against the state (article 1791), punishable with 15 to 
20 years of hard labor, and strikes to raise wages would be punishable 
with imprisonment from three weeks to three months for “instigators” 
and seven days to three weeks for others (article 1792).”° 

The Russian factory worker of 1861 was thus in the main an 
illiterate peasant for whom the factory provided only seasonal em- 
ployment; his master controlled many aspects of factory life besides 
work performance with a paternalistic discipline that was often ad- 
ministered with the birch rod; while the worker could appeal to the 
Tsar or his officials against mistreatment at the hands of his master, 
this course of action contained serious risk even if done in all humility. 
The government had repeatedly considered enacting regulations for 
his protection—a commission instituted in 1859 was actively consider- 


12 4 central feature of this disciplinary paternalism, according to a German observer, was 
that “The orders which the master himself gives must be unalterable, not an iota of them can 
be relinquished.” Baron von Haxthausen, T4e Russian Empire, its People, Institutions, and 
Resources (trans., by R. Farie; London: Chapman and Hall, 1856), I, 334. 

13Qn early Russian entrepreneurs see J. Kulischer, “Die kapitalistischen Unternehmer in 
Russland (insbesondere die Bauern als Unternehmer) in den Anfangsstadien des Kapitalismus,” 
Archiv fiir Sozialwissenschaft und Sozialpolitik, LXV (1931) 309-55. 

14 This legal distinction was not invented in feudal Russia but borrowed from “liberal” 
post-revolutionary France. French labor legislation in the early roth century recognized the 
employer as a superior in wage disputes and made strikes and picketing a criminal offense. 

15 Shelymagin, Fabrichno-Trudovoe Zakonodatel’stvo v Rossii, pp. 30-31. Article 1791 was 
intended to apply only to unfree labor and consequently was dropped in the 1866 edition of 
the Penal Code. See S. N. Prokopovich, K Rabochemu Voprosu wv Rossii (St. Petersburg: E. D. 
Kustova, 1905), pp. 46—47. 
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ing his problems—but he still remained unprotected against abuse and 
was treated as a criminal if he went on strike to protect himself. 


II 


For nearly a quarter of a century following the Emancipation the 
government left the determination of wages, working conditions, and 
factory discipline entirely in private hands. It was during this period, 
however, that the forces which ultimately led to the enactment of 
extensive regulations began to manifest themselves with increasing 
intensity. Even though industry still played only a minor role in the 
economy, the number and the size of factories and the number of 
industrial workers was increasing.”® The fact that most of these workers 
continued to return seasonally to their native villages for field work 
had important implications for the development of industrial discipline. 
It delayed the workers’ full commitment to factory life, promoted labor 
instability and unreliability, and hampered the development of in- 
dustrial skills. The frequent residence of these transient workers on 
factory premises added a note of garrison life to their existence. Some 
employers kept the factory gates locked day and night and specified 
under what circumstances workers were allowed to leave, even in their 
own time, and who was allowed to visit them. Where workers were 
not living at the factory, such measures, which seemed to have been 
activated by a strong fear of thefts, were sometimes replaced by bodily 
search of workers upon leaving the plant.’* With the help of the 
internal factory police and almost limitless power for imposing fines, 
the possibilities of this system for maintaining discipline seem extensive 
indeed. But the workers were not easy to manage. The Russian 
peasants were known for their stubborness, which was partly a conse- 
quence of their traditional hope for intervention from above.”* It can 
be safely assumed that their concentration in factories strengthened 
rather than weakened their will to resist. A leading Russian authority 


16 Between 1864 and 1885 the number of “factories and works” in 34 industries of 
European Russia increased from 5,782 to 6,232 and the number of workers from 272,385 to 
436,775. The total number of industrial workers reported in official statistics for European 
Russia in 1885 was 615,598. V. I. Lenin, The Development of Capitalism in Russia (Moscow: 
Foreign Languages Publishing House, 1956), p. 661. 

17 Perhaps the tradition of the bound factory worker also had an influence in these matters. 

18 This spirit manifested itself especially in times of crisis, as exemplified in peasant uprisings. 
“What they did possess was a stubborn character which enabled them to endure defeat, 
flogging, imprisonment, and death before the eyes of their comrades, without the subjugation 
of their indomitable spirit.” Mavor, Economic History of Russia, 1, 446. 
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on this subject observed that “the half-peasant character of our factory 
proletariat gives it a peculiar, rebellious trait.” *° 

It will not be necessary to recount all the frictions and abuses to 
which this system led. The appalling conditions of the factories have 
been described many times.” A factory inspector described the internal 
order of factories in the Moscow province in the early 1880's as a system 
in which “the owner . . . is an absolute sovereign; he is not tied by 
any law, and often applies and interprets existing legal regulations at 
his own discretion. The workers must obey him implicity.” ** How 
rigorously the factories applied their own rules is difficult to know, but 
there were some that had elaborate, written “rules of internal order” 
which covered in detail numerous aspects of the workers’ daily 
activities, on and off the job, and specified fines for transgressions 
which were to be withheld from the workers’ wages.” On the whole, 
of course, the workers either bowed to authority or expressed their dis- 
content merely by shifting to another employer or back to the village, 
often forfeiting their wages. 

With the expansion of industry and the increase in plant size, which 
were relatively pronounced during the 1870's, instances of overt re- 
sistance began to increase in frequency. The decade of the 1860s was 
still rather peaceful, except in 1861 when unrest was related to the 
excitement of the Emancipation. The archives of the different ministries 
studied by the Pankratova research team revealed only six strikes and 
twenty-nine “disturbances” for the whole period 1862-1869; but for 
the period 1870-1885 the number of strikes for which evidence was 
found averaged around twenty per year, with a high of fifty-one in 
1879 and a low of twelve in 1877.7* The number of “disturbances” 
ranged from three in 1870 to seventy-three in 1885. In addition to their 
increased frequency, some of the strikes took on an unfamiliar massive 
character, as in the case of the large cotton mill strikes, such as the 
Nevskaia strike in Petersburg in 1870, the Krenholm strike near 

19. N. Prokopovich, “Krest’ianstvo i Poreformennaia Fabrika” in A. K. Dzhiveleg, et al. 
(eds.), Velikaia Reforma (Moscow: Istoricheskaia Komissiia Reforma, 1911), VI, 276. 

20 See for instance K. Pashitnow, Die Lage der arbeitende Klasse in Russland (trans. by 


M. Nachimsor; Stuttgart: J. H. W. Dietz, 1907). 

21 Quoted in S. P. Turin, From Peter the Great to Lenin (London: P. S. King & Sons, 1935), 
P. 34. 

22 For some interesting “‘ustrations see Pankratova, Rabochee Dvizhenie ..., Vol. I:i, 
No. 17, pp. 543-45, and Vol. II:i, Nos. 3, 11, 12, pp. 589-90, 596-99. 

28 Jbid., Il:i, 35, 45, 56. This kind of evidence can obviously be considered only as an order 
of magnitude, rather than precise information. As anyone who has dealt with strike data 
knows, even the figures published officially in economically advanced countries are subject to 
a high degree of error. 
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Narva in 1872, the Novaia strike in Petersburg in 1878, and the Morosov 
strike at Orekhovo-Zuevo in 1885. 

The government’s reaction to this unwonted worker behavior was 
conditioned by its autocratic and bureaucratic structure and by the 
crosscurrents of ideas about the nature of industrialism and the future 
of Russia. In the shadow of Western industrialization the social and 
political implications of industrialism had long been a topic of debate 
in Russia, and the rising strike movement elicited many warning 
references in official communications to the history of labor unrest in 
Western Europe.” But at the same time the bureaucracy seemed to hold 
to the widely accepted view that, in contrast to Western' Europe, em- 
ployer-worker relations in Russia had a “patriarchal” character, which 
would prevent a repetition of Western experience. Some officials 
believed also that since Russian workers were less well educated, and, 
being tied to the land, economically more secure, they would be less 
susceptible to propaganda than workers in Western Europe.” These 
views of the labor problem help to explain the official policy of con- 
tinued reliance on essentially unrestricted employer control and the 
treatment of strikes as disorders instigated by outside political agitators. 
In practice, of course, this policy could not be blindly followed. 

The initial official reaction to the massive strike at the Nevskaia 
cotton mill in May 1870 was a mixture of dismay and alarm. A circular 
of July 6, 1870, from the Ministry of the Interior underlined that this 
was an “entirely new” manifestation among Russian workers, and 
that it “must definitely be attributed to the influence of persons who try 
to introduce this form of expressing discontent, which is foreign to the 
Russian people, to sow the seeds of sedition and create disorder and 
unrest.” ** Although strikes were certainly not entirely new, it was 
felt that there was something radically new in the boldness with which 
the workers insisted on the satisfaction of their demands for higher 
wages, workers who at most were supposed to submit humble petitions. 
In the ordinary purposefully directed strike, as opposed to more 
inchoate forms of labor unrest, there was something that was still 
considered “foreign,” not indigenous to Russian life and thought.” 
On behalf of the Tsar, who took a personal interest in the matter, the 


24 See M. Tugan-Baranowsky, Geschichte der russischen Fabrik (trans. by B. Minzes; Berlin: 
E. Felber, 1900), pp. 211, 358-65. 

25In a letter by an official of the Ministry of Justice to Alexander II in 1866, quoted by 
Pankratova, Rabochee Dvizhenie ... , I:i, 13. 

26 Ibid., No. 86, pp. 242-43. 

27 Prokopovich, K Rabochemu Voprosu v Rossii, p. 41. 
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Ministry of the Interior ordered the establishment of a “strong and un- 
remitting” surveillance over the factory population and instructed the 
provincial governors not to leave the courts to deal with the strikers 
but rather “as soon as the police uncovers the main instigators among 
the factory population to send these away, without previously request- 
ing permission from the Ministry of the Interior, to one of the 
gubernii listed below. . . .” ** By this means it was hoped, apparently, 
to settle strikes by quickly disposing of trouble-makers and avoid em- 
barrassing worker complaints before judicial benches.” The technicali- 
ties of legal proceedings against workers often became the subject of 
complaints by the police, who were prone to look upon legal technicali- 
ties as an encouragement to unlawful behavior.** The following year, 
in 1871, another circular authorized the provincial governors to banish 
any striker, not merely chief instigators, without resort to legal process. 
A further step toward a repressive policy is the 1874 amendment to the 
Penal Code which made mere membership in “illegal organizations 
which aim at fomenting strikes” punishable with eight months’ im- 
prisonment and exile to Siberia.** To carry out its increased duties, 
the secret police, the famous “Third Department of His Majesty’s 
Chancellery,” was increased in size and given unrestricted access to 
factories. As was to become more and more clear as time went on, 
every measure to repress labor carried with it the danger of further 
governmental invasion of the employer’s sphere of authority. 

During the early part of the seventies there was a rash of banish- 
ments, but then the emphasis seems to have shifted to imprisonment.” 
Even then, the punishments stipulated by the law were too drastic to 


28 Circular No. 1906 of the Ministry of the Interior, July 6, 1870. Pankratova, Rabochee 
Dwizhenie . . . , Vol. Il:i, No. 86, p. 243. The gubernii (provinces) listed were: Arkhangel’sk, 
Astrakhan’, Vologda, Viatka, Kostroma, Novgorod, Olonets, and Samara. The regulations 
applied only to European Russia, exclusive of Poland, Finland, and the Caucasus. 

29 Later experience revealed that legal investigations of strikes could be embarrassing indeed. 
It must be remembered that the judicial branch of the Russian government had received far- 
reaching independence in 1864. See S. Kucherov, “The Jury as Part of the Russian Judicial 
Reform of 1864," American Slavic and East European Review, IX (April 1950), 77-90. 

80 Russian courts in the second half of the nineteenth century demanded that three major 
conditions be fulfilled before imposing the criminal strike penalty: first, proof had to be 
presented that the workers had stopped working; second, the stoppage had to be the result 
of a conspiracy among the workers; third, the stoppage had to aim at a change in agreed upon 
wages or working conditions. From the decision by the Moscow Sudebnaia Palata in the case 
of the Kuznetsov porcelain works; Pankratova, Rabochee Dvizhenie . . . , Vol. IIl:i, No. 140, 
p. 426. 

31 For a listing of early legal developments see ibid., Il:i, 619. 

32 Tbid., p. 44. 

38 Cf. Ibid., Vol. Il:i, No. 91, p. 248; No. 98, p. 266; No. 100, p. 273; No. 102, p. 276; No. 
103, p. 277; No. 188, p. 504. 
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be effective, since they could not be applied on a sufficiently large scale 
to prevent strikes altogether. The official handling of the problem 
becomes more meaningful when one looks at the guiding directives 
given to the police officials who were to carry out the factory sur- 
veillance and uncover strike instigators. An instructive example of 
such directives is the secret orders issued in 1870 to the police of the 
Moscow province.* This document stresses surveillance of both the 
employer and the worker. It calls attention to various forms of abuse 
by the employer and warns the officials against bias in favor of the 
employer that could easily lead to exile of innocent workers whom 
the employer dislikes. At the same time it instructs the police to watch 
closely over discussions of wages and working conditions among work- 
ers, contact with outsiders, especially students, and the behavior of 
discontented individuals. As yet, no formal restrictions were placed on 
the employer. 

But there was less illusion at the local and regional levels about 
the “patriarchal” character of industrial relations than seemed to prevail 
at higher echelons. In a lengthy and farseeing report to the Ministry of 
the Interior, the governor of the Moscow province, A. A. Liven, pointed 
out, as early as 1871, that the fact that agitation among the workers 
had led to strikes should not be allowed to cover up the fact that their 
deplorable working conditions made them restless and receptive to 
propaganda.” Noting the conditions which had led to labor unrest in 
Western Europe, the governor emphasized that although in Russia 
the labor problem had not yet reached the proportions it had in 
the West, the country was definitely moving in that direction. His 
report reviews the growth of industry in the Moscow province and 
presents an analysis of its chief “weaknesses,” namely, long working 
hours, child and female labor, lack of education among the workers, 
loose morals, drunkenness, truck shops, and dangerous and unsanitary 
factory conditions. Liven argued that the time had come to take 
measures to prevent labor unrest. What he had in mind was not more 
authority for the secret police and more summary punishment. That 
was the Russian solution to the “western” problem. He proposed in- 
stead a western solution—comprehensive factory legislation based on 
the model of England. England, he argued, succeeded, and the con- 
tinental countries failed, in the prevention of the alienation of the 


34 Thid., Vol. Il:i, No. 14, pp. 533-35. 
35 [bid., No. 105, pp. 279-307. 
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factory workers because she introduced adequate factory legislation at 
an early stage. 

While this approach to the labor problem was shared by others, 
alternative suggestions were not lacking.** The new documentary 
evidence reveals that as early as 1871 the idea of “Police Socialism,” 
which was given a disastrous trial after the turn of the century, was 
being considered. Within the ranks of the “Third Department” there 
was lively debate on a proposal to organize a “Labor Welfare Society” 
which would “shield the workers from the influence of harmful agita- 
tion, and through timely and equitable regulation of their position, 
avert a labor problem with revolutionary tendencies.” ** The project 
was dropped, however, apparently out of fear that the “Society” might 
get out of control. In some quarters even the idea of letting workers 
protect themselves through strikes had a few supporte:s. When the 
trial of the Nevskaia cotton mill strikers brought existing factory con- 
ditions to light, some newspapers in St. Petersburg not only criticized 
the use of troops against the workers but suggested that peaceful 
strikes be made legal.** But to let workers coerce their masters was 
un-Russian; to let the serfs of yesterday, these illiterate peasants, force 
the hand that birched them was unthinkable, incompatible with 
Russia’s social class relations and political organization, and irreconcila- 
ble with the paternalistic image of industrial relations. A governmental 
commission investigating labor unrest declared pertinently that strikes 
were the same as extortions.” 

The solution which seemed most logical to government officials 
having contact with factory life was the establishment and supervision 
of comprehensive and definite rules for employer-worker relations. 
An official investigating unrest was likely to be embarrassed by over- 
whelming evidence of abuse and deplorable working conditions and 
yet find no violation of any existing regulations. The need for rules and 
regulations was suggested by almost every official investigator of labor 


86 A committee established in 1859 for the study of child labor in St. Petersburg had recom- 
mended various restrictions on hours and on child labor and a system of factory injec. ‘ons 
which found support among St. Petersburg manufacturers but was stubbornly opposed hy © we 
in Moscow. For a brief history of Tsarist factory legislation and a good bibliography see 
“Arbeiterschutzgesetzgebung (Russland)” in Handwérterbuch der Staatswissenschaften, (4th 
ed., Jena: Gustav Fischer, 1923), I, 520-34. The reason for the difference in attitude between 
the two citics is usually attributed to the fact that the St. Petersburg textile mills were more 
efficient than those of Moscow and less dependent on long hours and exploitation of child labor. 

87 Pankratova, Rabochee Drizhenie . . . , I1:i, 48. 

38 Prokopovich, K. Rabochemu Voprosu v Rossii, p. 49. Later; newspapers were forbidden 
to report and comment on strikes. 

39 Jbid., p. 51. 
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unrest since the beginning of the century. It was a natural solution under 
the existing autocratic, bureaucratic political organization. This 
bureaucratic view of the labor problem is well illustrated in a police 
report of 1871 which attributed industrial disputes to “the vagueness 
of the regulations governing both sides in the hiring process, the 
insufficiently formalized understanding between employer and em- 
ployee, the fact that the functions of the justices of the peace were ill- 
adapted to the needs of factories and works, the absence of definite 
and detailed rules for the local police specifying clearly and precisely 
the extent of their power... and finally the insufficient police 
strength in factory towns.” The policeman’s remedy followed his 
analysis of the problem: establish rules for both sides and an adequate 
police force and special courts to enforce them. To show the feasibility 
of this approach, a highly instructive model of twenty-two rules de- 
fining the “obligations and rights” of the master and the “obligations” 
of the workers was sent along with the report to the governor of the 
Moscow province.*’ This emphasis on the need for detailed rules and 
inspection to enforce them became more insistent with the growth of 
labor unrest.*” 

Though there may be an inherent alarmist bias in police reports, 
there can be little doubt that there was a growing concern over the 
attitude of the workers.** In a special report to Tsar Alexander II the 
“Third Department” noted, in 1874, that workers who only a few 
years ago would “quietly go away and not fail to reappear for work” 
when their wages were not paid on time, now would “start a commo- 
tion, shout insults, and often resort to strike.” ** Along with reports 
on increasing revolutionary propaganda were highly critical comments 
on the behavior of the employers.” In 1880 the Ministry of the Interior 
received a communication from Smolensk which complained about the 
lack of cooperation from the employers and about the fact that the 
police could take corrective measures only after unrest had broken 
out and could do nothing about the existence of many abuses which 


49 Pankratova, Rabochee Dvizhenie ... , Vol. Il:i, No. 18, p. $45. 

41 [hid., No. 19, pp. 547-49. 

42 Cf. Ibid., Vol. Il:i, No. 39, pp. 82-84; No. 22, pp. 612-13; No. 280, pp. 533-37; No. 
33, pp. 640~—41. 

43 The 1870's, of course, saw the beginning of revolutionary propaganda among the 
workers. See I. Nikitin, Die ersten Arbeiterverbinde und sozialdemokratischen Organisationen 
in Russland, (trans. by S.E.D. Berlin, Berlin: Tribiine Verlag, 1954). 

44 Pankratova, Rabochee Dvizhenie ..., Vol. Il:i, No. 168, p. 478. The “Third Depart- 
ment” normally reported directly to the Tsar. 

45 Ibid., No. 70, pp. 166-67. One report mentions that workers talk about strikes in 
America and do not even know where America is; Ibid., No. 94, pp. 197-98. 
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caused unrest.“* Another matter which the local authorities found 
troublesome was the appearance of large numbers of unemployed 
during depression years.*’ They were inclined to hold the mill owners 
responsible for this state of affairs but usually limited their sug- 
gestions to that of shipping the workers back to the village. Large-scale 
lay-offs, even though caused by business recessions, were clearly in- 
compatible with the patriarchal ideal. By 1884 the political reports 
drawn up by the police for the Moscow and St. Petersburg regions 
concluded that the “paternalistic or so-called family relationship which 
existed in the past between manufacturers and workers has disap- 
peared” ** and that “in most cases the masters try to pay the worker 
as little as possible, and have no other concern, and the workers have 
absolutely no respect for the masters.” *” The autonomous development 
of industrial government had proved to be incompatible with the 
social ideals of the Tsarist regime. 


Ill 


The reversal of the policy of non-interference with wages and work- 
ing conditions during the 1880's was the result of a number of interact- 
ing immediate and long-run factors. Among the latter, the most basic 
was the further expansion of industry and the consequent intensifica- 
tion of the labor problem. Industrial production, on the basis of an 
index taking 1913 as 100, rose from eight in 1860 to seventeen in 1880, 
and to sixty-one in 1900. This acceleration of expansion in the last 
two decades of the century is reflected also in the output of pig iron 
which rose from 20.3 million pood in 1860 to 27.4 million pood in 1880 
and to 179.1 million pood in 1900." The consumption of cotton in- 


46 Tbid., No. 239, pp. 452-55. 

47 Cf. Ibid., No. 183, pp. 359-60; No. 10, pp. 595-96; No. 14, pp. 601-2; Nos. 30-32, pp. 
636-38. 

48 Ibid., No. 34, p. 641. 

49 Tbid., No. 29, p. 636. For similar observations on other areas, see ibid., No. 33, pp. 
640-41. 

50R. Wagenfihr, “Die Industriewirtschaft—Entwicklungstendenzen der deutschen und 
internationalen Industrieproduktion 1860 bis 1932,” Vierteljahrshefte zur Konjunkturforschung, 
Sonderheft 31 (Berlin, 1933), p. 18. Russia of course was still an overwhelmingly agricultural 
country; according to the first general census of the Russian Empire, in 1897, only 9.8 per cent 
of the total population were engaged in, or dependents of persons engaged in, Mining, Manu- 
facturing, and Construction. Computed from Pervaia Vseobshchaia Perepis Naselenia Rossiskoi 
Imperii 1897 (St. Petersburg: Ministry of the Interior, 1905), General Summary, Vol. II, Table 
XXI, p. 296. 

51P. A. Khromov, Ekonomicheskoe Razvit:: Rossii wv XIX-XX Vekakh (Moscow: 
Gospolitizdat, 1950), Appendix Table 4, pp. 452-55. 
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creased from 2.8 million pood in 1860 to 5.7 million pood in 1880 
and to 16.0 million pood in 1900." To these long-run forces must be 
added the increasing official awareness of the state of factory conditions, 
the massive outbreak of discontent arising from depression of the early 
1880's, and the support of Finance Minister Bunge as major factors 
leading to the reversal of the policy of non-interference.” 

A law regulating child labor and night work for children and pro- 
viding for factory inspectors was enacted in 1882. Three years later the 
work of women in industry was curtailed by law. Although these laws, 
which were patterned after British models, were a significant advance, 
they could hardly be expected to solve those problems which were con- 
sequences of the economic, social, and legal position of the Russian 
worker. Identical legislation cannot produce the same results in coun- 
tries as different as England and Russia. A series of large strikes in 
1884 and 1885, especially the strike of some 4,000 workers at the huge 
Morosov cotton mill, dramatized the urgency of the situation. This 
massive defiance of authority and law inspired an anxious appeal for 
legislative remedy by D. A. Tolstoi, the Minister of the Interior, to Tsar 
Alexander III. The Minister briefed the Tsar on, the employers’ harsh 
treatment of their workers, on existing wages and working conditions, 
and on the dangerous implications of the workers’ helplessness. He 
pointed out that the use of troops against strikers is not seen by the 
working population as a means of maintaining law and order but as 
a method of supporting the arbitrary power of the employer, which 
is harmful for the authority of the state. Hence, it was imperative that 
a way be found for preventing strikes and the need to use force. The 
Minister expressed his approval of the idea of establishing comprehen- 
sive rules defining the rights and duties of employers and workers and 
informed the Tsar that the Ministers of Finance and of Justice con- 


52 Ibid. 

58 The extent to which public lectures and periodical articles in favor of regulation influenced 
this reversal is hard to evaluate. The speeches and articles on this topic by Professor 
I. I. Ianzhul, a leading proponent of regulation (see his Ocherki i Issledovania [Moscow, 1889], 
2 vols.) were studied by officials of the Ministry of Finance. From official debates of the 
legislative proposals we can infer also that the army was interested in factory reform because 
the alleged poor health of workers in the factory provinces made many unfit for military 
service. See I. I. Ianzhul, “Vospominania o Perezhitom i Vidennom,” Russkaia Starina, 
CXLII (April-June 1910), 9.. 

54On this historically significant strike there are 72 documents in Pankratova, Rabochee 
Dwizhenie .. . , Vol. Ill:i, Nos. 1-71, pp. 123-302. This factory was an integrated spinning, 
weaving, dying and finishing works employing reportedly 17,783 workers in 1884; ibid., p. 
&24. Another estimate for 1887 gives the employment as 12,000 workers; ibid., p. 571. 

55 Ibid., No. 1, pp. 703-4. 
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curred with him. An extensive set of rules for the regulation of the 
employer-worker relationship, along the lines often suggested by the 
police, was decreed in 1886. These measures were inspired by Russian 
experience and conditions, not by Western factory legislation. Attempts 
to set up such a system had been made at the local level in St. Peters- 
burg in 1881 and in Moscow in 1884. In fact, the Moscow plan served 
as a model for the 1886 law. It should also be noted that some factories 
had already established formal rules and records of their own which 
were quite similar to those required by the new law. 

The detailed provisions of the 1886 law cannot be considered here, 
but certain aspects which characterize this approach to the problem of 
labor unrest must be noted.” It was based on the notion that “The 
hiring of factory labor is not merely a civil contract, similar to any other 
private contract, but a matter of public interest intimately related to 
public order and peace.” * In spite of its critics, it was a conservative 
rather than a radical measure, an attempt to maintain traditional values 
under changing circumstances. Its main requirement was that all the 
basic elements of the work contract, including wages, fines, deductions, 
hours of work, etc., be definite and remain unchanged for the period of 
the contract. The contract period could be either a specific time period 
or left undetermined, in which case it could be terminated on two 
weeks’ notice. All rules and rates had to be posted in the factory and 
set forth in pay-record books given to the worker upon hiring. All pay- 
ments of wages and withholdings of fines and deductions had to be 
entered in the worker's pay-record book and in specified sets of books 
to be kept at the factory office. The emphasis on concreteness and 
written evidence was intended to facilitate the enforcement of the 
law, which was in the hands of factory inspectors who made in- 
vestigations and had the authority to initiate civil suits against the 
employer. Employers and workers were not equal before the law in 
all respects.* For instance, if a worker left his master before the con- 
tract expired he committed a criminal offense, punishable with one 
month’s imprisonment, whereas employer violations of the contract 
were treated as civil offenses.” 





56 For a summary of the rules concerning employer-worker relations see Turin, From Peter 
the Great to Lenin, pp. 185-86. 

57 Stated in an explanatory note to the project of law of 1886, quoted in Prokopovich, 
K Rabochemu voprosu v Rossi, p. 87. 

58 See “Russkii Zakon’ i Rabochii,” Osvobozhdenie, Vol. I (August 2, 1902), No. 4, pp. 
51-52. 

59 There was another invidious legal distinction: if an employer did not live up to the 
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In every respect the new system betrayed its police-bureaucratic 
inspiration. The factory inspectors already functioning under the 1882 
law—mostly university professors and professional people with liberal 
tendencies—were fully aware of the administrative difficulties it in- 
volved and of the far-reaching implications of success or failure of the 
inspection system.” Nevertheless, there was great hope among the 
officials regarding the constructive possibilities of the new approach. 
However, in spite of its achievements, which are difficult to evaluate, 
it failed to achieve its main purpose—to halt the seemingly inexorable 
growth of the strike movement and, in the 1890's, the increasingly 
political overtones of industrial disputes. According to the scattered 
archival evidence, the yearly number of strikes between 1886 and 1894 
ran about thirty-three, as against twenty a year for the 1870-1885 
period.” Between 1895 and 1904, a period for which strike data col- 
lected by the factory inspectors have been published, the yearly average 
number of strikes was about 176, with a peak of 550 in 1903 involving 
138,877 workers.” Although the number of strikers and struck fac- 
tories remained a small percentage of the total numbers of work- 
ers and factories, the high percentages of workers involved in disputes 
in cotton mills (47.3 per cent) and metal plants (46.4 per cent), 
both highly concentrated and rapidly growing industries, gave the 
strike movement an ominous character.“ The sheer number of 
strikes makes it obvious that it was not possible to enforce the 
law that made any participant in a strike to raise wages or change 
working conditions liable to two to four months’ imprisonment. 
On occasion, troops were used against strikers, usually Cossacks wield- 
ing the knout, but this was not very effective in getting the workers 





contract, a worker had to go to court to be released from his contractual obligations, but an 
employer in the reverse situation could, in a number of specified situations, legally ignore his 
contractual obligations. 

69 In his Memoires, Professor Ianzhul notes that when he reported for his appointment as 
inspector, Bunge told him: “We cannot immediately do much for the workers, we must act 
carefully in order not to cause resentment in prejudiced circles, but I am convinced that step 
by step it will be possible to settle this question properly . . .” See “Vospominania o Perezhitom 
i Vidennom,” Russkaia Starina, CXLII, 84. The director of the Department of Trade and 
Manufacture told Ianzhul that his new job dealth with “the destiny of the workers,” ibid. 

61 Pankratova, Rabochee Dvizhenie ... , Ul:i, 72, 79. 

62 Turin, From Peter the Great to Lenin, p. 187. For a discussion of the validity of these 
figures see the review of the original official publication in Die Neue Zeit, XXV:i (1906-1907), 
615-16. 

63 The figures refer to 1895-1904. “Factories employing from 20 to 100 workers showed a 
percentage of disputes ranging from 2.7 to 9.4, whereas in those which employed from 100 
to 1,000 workers the percentage varied from 21.5 to 49.9 per year.” Turin, From Peter the 
Great to Lenin, p. 187. 
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back on the job. Most strikes were of very short duration and settled 
without intervention of the police.** But in the settlement of larger 
strikes the factory inspectors and the police often played an important 
role as mediators, arbitrators, and sometimes as genuine bargainers on 
behalf of either the workers or the employers. Government officials, 
in a sense, were taking over, with an added bureaucratic and police 
nuance, the paternalistic role the employer had failed to fulfill. The 
government, however, considered strikes dangerous and was mainly 
interested in preventing them rather than in seeking mutually agree- 
able settlements, because these might actually encourage further strikes. 

The new regulations and the inspection system undoubtedly elimi- 
nated excesses of arbitrariness in the social order of the factory. For 
instance, under the old system it was not uncommon for factories 
to have rules by which a worker would be fined double what he failed 
to earn through unauthorized absenteeism; or, a worker had to give a 
month’s notice, or failing to do so, forfeit a month’s wages, if he did 
not wish to stay beyond the expiration of his contract. By contrast, such 
rules usually permitted the employer to dismiss a worker for a number 
of specified reasons and for “unforeseen circumstances,” without 
financial penalty.” These types of arrangement, which were mainly a 
method of dealing with a highly unstable work force, were no longer 
permissible. Nor could an employer any longer legally levy fines for 
just any reason and keep the funds.” But the law of 1886 was nonethe- 
less one of those unworkable compromises between the Tsarist 
regime’s inability and unwillingness to control the actions of the em- 
ployers, beyond insisting on common decency, and its desire to protect 
the workers to keep their loyalty.“’ Not having the right to protect 
themselves, the workers still had no legal way of effectively resisting 
low wages, long hours, or numberless other unfavorable working con- 
ditions that were not foreseen and could not be foreseen by the law. 


64 A Moscow province police report notes that most strikes are settled directly between 
master and workers, with the employer often agreeing to higher wages which he takes back 
through higher fines and higher prices at the factory store; Pankratova, Rabochee 
Dvizhenie . . . , Vol. Ill:i, No. 193, pp. 559-60. A report from St. Petersburg complained 
that often the police are not informed of “unlawful” worker conduct; ibid., pp. 447ff. 

65 A. A. Mikulin, Ocherki iz Istorii Primeneniia Zakona 3-go liunia 1886 Goda O Naime 
Rabochikh (Viadimir: V. A. Larkov, 1893), pp. 6-7. Mikulin was a factory inspector. 

86 One factory fined a worker 3 rubles if it was discovered that he was overpaid and had not 
reported it. 

67 “The government continuously vacillated between closing its eyes to the labor prob- 
lem . . . and making efforts to show the workers its impartiality, its readiness to defend 
them against cruel exploitation.” P. A. Berlin, Russkaia Burzhuasia v Staroe i Novoe Vremia, 
(Moscow: “Kniga,” 1922), p. 190. 
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In spite of the potential harm to the state’s interests, there was still 
nothing to prevent the situations where an inspector, responding to 
worker complaints, found upon investigation that although wages were 
pitifully low and conditions deplorable there was nothing illegal about 
them. To workers who had been told by the police to take their com- 
plaints to the factory inspector, and had risked the employer’s wrath 
in doing so, this was more than mere disappointment; it was a source 
of deep resentment and alienation. In some instances, the workers 
chose to strike against alleged employer violations of the new regula- 
tions.’ Such allegations were sometimes true and sometimes mere 
pretexts, but probably most often the workers did not understand 
the provisions of the law. The law of 1886 aimed at eliminating gross 
abuses but had no provision for forcing improvements in wages or 
attitude upon the employer, regardless of the fact that the official 
forms supplied to factories under the law stated that “the master must 
treat his employees correctly and gently.” The low social status of 
the worker had ke the birch rod in use, at least in some factories, 
even though legally ‘ic hing was restricted to official punishment.” 

To the law’s substantive shortcomings must be added the immense 
difficulties inherent in any attempt to reform the internal order of fac- 
tories by decree, anc especially factories in a backward economy. There 
was, of course, considerable resistance on the part of the employers, 
especially in the Moscow province. Employer associations and the em- 
ployer-oriented press did not shrink from vilification and from open 
insinuations that Bunge, the Minister of Finance, and the inspectors 
under his authority were undermining the state and playing into the 
hands of socialism." This atmosphere put the inspector on the defensive 
and hampered the enforcement of the law. 

The real difficulties, however, were at the plant level. While in some 
of the larger plants compliance with the law presented no problems, 
in others the employer hired legal experts to debate the applicability 


68 Pankratova, Rabochee Dvizhenie . .. , Vol. Il:i, No. 17, p. 737. 

69 Mikulin, Ocherki iz Istorii Primeneniia Zakona ..., Appendix No. 1, p. 9. This does 
not mean that all employers mistreated their workers. A German investigator found a good 
deal of genuine paternalism in St. Petersburg factories, but it was usually coupled with 
complete intolerance of any sort of indiscipline. See O. Gobel, Entwicklungsgang der russischen 
Industricarbeiter lis zur ersten Revolution, (Leipzig: Teubner, 1920), pp. 73-75. 

70 In 1894 the workers of Karl Til & Co. in Moscow complained that they received 20 blows 
with the birch rod as punishment. The factory inspector obtained a written promise from the 
factory manager that he would no longer beat the workers and reported him to the local 
magistrate. Pankratova, Rabochee Dvizheme ... , Vol. Ill:ii, No. 19, p. 602. 
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of each point with the factory inspector.” In many of the smaller and 
medium-sized plants employers and employees were equally illiterate * 
and ignorant of the existence of the law.* Another difficulty was the 
widespread contempt of official regulations among Russian manufac- 
turers. Where the authorities furnished model regulations and forms 
to be filled out with wage and penalty rates, the inspector would 
sometimes find that everything was simply nailed on the factory wall 
just as it was received, and the owner would calmly explain that since 
he “didn’t have the leisure to read it” he thought he would at least 
hang it up.”* Or sometimes the office staff would simply arbitrarily 
enter figures and dates for wages and fines, not ever making an effort 
to maintain consistency between their own records and the pay-record 
book the worker was obliged to carry by law. The workers’ distrust of 
government officials and their dislike for parts of the new statute 
further complicated its enforcement. As a rule the workers were un- 
willing to testify against their masters. An inspector examining the 
regularity of wage payments or evidence of abusive fines would 
usually find that workers would not commit themselves, telling him 
to look at the factory records; or they would give contradictory in- 
formation, which often reflected their ignorance of actual wage rates 
or fines. The worker was likely to say: “I cannot read, look at the 
books.” ** The fact was that there were many subtle possibilities of 
evading the law, such as multiple rates for similar work or recording 
an absence in place of a fine.” It was not difficult for an employer to 
outwit an illiterate worker and mislead an inspector. But what seemed 
to offend the sensibilities of a conscientious inspector most was neither 
these evasions nor the contempt for his authority, but the widespread 
assumption among the employers that for every offense there was an 
appropriate bribe."* And if the inspector could not be bribed then 
surely his superiors, the Factory Commission, or ultimately the court 
must be susceptible to corruption.” 

72 Mikulin, Ocherki iz Istorii Primeneniia Zakona ... , pp. 55-56. 

73 Ibid., p. 53. 

74 Tanzhul, “Vospominania o Perezhitom i Vidennom,” Russkaia Starina, CXLII, p. 85. The 
problem of lack of knowledge worked both ways. Official lists of factories were quite in- 
complete and sometimes listed factories which did not exist. /éid., p. 88. See also Litvinov- 
Falinskii, Fabrichnoe Zakonodatel’stvo .. . , pp. 313ff. 

75 Mikulin, Ocherki iz Istorii Primeneniia Zakona ... , p. 68. 

16 [bid., p. 78. See also Pankratova, Rabochee Dvizhenie . . . , Vol. Ill:ii, No. 80, pp. 181-82. 
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78 [anzhul recalled that some of the large factory directors told him that they were too busy 
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Autocracy and the Factory Order 85 





But whether the employer successfully evaded the law or nominally 
adhered to it, he was never shielded against official intervention in 
times of crisis. For, regardless of formal legal stipulations, in tense 
situations, the inspector, with the help of the police, was able to 
exercise various kinds of indirect pressure against him. If there was 
unrest because of low wages, the inspector or the police could usually 
find a dozen unrelated violations of the law by the employer and 
use the threat of legal consequences to force wage concessions from 
him.” Obviously, this approach had its limitations and could not be 
repeated very often without encouraging unrest among the workers, 
which illustrates one form of the dilemma inherent in the inspector’s 
double duty to defend the workers against oppression and at the same 
time help maintain industrial discipline. Nor were there nearly enough 
factory inspectors." At first they could visit a factory only very rarely, 
and they usually concentrated their attention on places where unrest 
had broken out. Moreover, the new system of regulations was intro- 
duced initially only in the most industrialized areas, the St. Petersburg, 
Moscow, and Vladimir provinces, and was extended to the rest of the 
empire only during the 1890's.” 

The campaign waged against the inspection system by the employer- 
oriented press and by business organizations contributed in the end 
to increased intervention in internal factory matters.* While it led 
to a weakening of the inspector’s regulatory functions, it resulted in 
a strengthening of his role as an adjunct of the political police. The first 
step in this direction was the removal of the relatively liberal former 
university professor Bunge from his post as Minister of Finance and 
his replacement in 1888 by Vyshnegradskii, who was more sympathetic 
to the conservative business interests.* The new Minister greatly 
weakened the protective role of the inspection system by allowing local 
authorities to suspend and restrict the application of the factory 


80 The police and the inspectors often got in a position where they were bargaining on be- 
half of the workers while at the same time they were threatening the workers with reprisals. 

81In 1885 there were 1,295 industrial establishments for each inspector; by 1899, however, 
the ratio was 80:1; 1. Kh. Ozerov, Politika po Rabochemu Voprosu v Rossii za Poslednye Gody 
(Moscow, 1906), p. 8. 

82 There were, however, certain general labor contract provisions in the Law of 1886 which 
were immediately applicable to the whole empire. 

83 Prominent among the latter were the Society for the Cooperation between Russian 
Industry and Trade, the Moscow Manufacturers’ Council, and the All-Russian Merchants 
Trading at the Nizhnii Novgorod Fair. 

§4 According to Berlin, Vyshnegradskii was given the post in order to mend strained rela- 
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laws.” This hindered the inspectors in their task of preventing unrest, 
and thereby, ironically, induced further surveillance and control not 
only of workers, but of employers as well. Interference by police 
authorities with the internal factory order was hard to avoid in cases 
of serious disputes, especially when the top management personnel 
and the technicians were foreigners, as was common in the larger 
cotton mills.** The documentary evidence reveals a very critical attitude 
of the inspectors and the police toward these “highly-paid” foreigners 
who “exploit Russian workers” and cannot and will not ever listen 
to their complaints. Inability to communicate in the worker’s tongue 
was thought by the police to be a major source of trouble. It was, of 
course, hardly compatible with the ideal of patriarchal relations the 
government hoped to preserve. Sometimes the police went so far as 
to insist on the immediate dismissal of foreign experts who had be- 
come the focal point of worker discontent. But summary imposition of 
corrective measures was not restricted to plants under foreign manage- 
ment. In the case of a Russian-managed Moscow woolen factory it 
took the chief factory inspector only twenty minutes to obtain an 
“agreement” to an eight-point reform program.” This sporadic in- 
spectorate-paternalism was of dubious value, partly because reforms 
were often imposed by extralegal means and had no provision for con- 
tinued enforcement. Some inspectors thought the remedy lay in more 
detailed regulations, especially when it came to questions of determin- 
ing justifiable fines. An aspect of the inspectors’ ambiguous role which 
led to extralegal pressures was their duty to authenticate wage rates 
established in a plant, no matter how low these were. This put them 
in a delicate position, since in the eyes of the workers they were giving 
official approval to what may have been highly unsatisfactory rates. To 
prevent unrest in such cases, a circular from the Ministry of Finance 
suggested, in 1898, that the inspector call the local authorities to his 
assistance to impress upon the employer the potential consequences of 
his actions.” 
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The failure of the inspection system to eliminate industrial unrest 
produced also demands for more restrictive measures against the 
workers. As with respect to the employers, there were demands for 
further legislation regarding the workers. In a report to the Minister of 
the Interior, in 1895, the governor of the Vladimir province deplored 
that only strikes were severely punished and argued for the provision 
of more severe penalties for various kinds of worker behavior that did 
not result in strikes.’ Evidently, in the bureaucratic approach, which 
seeks to solve labor problems by regulation, it is inherent that the 
failure of existing controls only generates more controls. The factory 
inspectors acquired more and more the character of a labor police. A 
secret circular issued by the Ministry of Finance in 1896 ordered them 
“to use every suitable occasion to impress upon the workers that . . . 
even attempts to secure legal rights, if undertaken in illegal or forceful 
manner, will inevitably lead to a worsening rather than an improve- 
ment of their position, for under such circumstances the government 
will not allow the fulfillment of the workers’ demands, even if the 
manufacturers, under threat or voluntarily, have agreed to the de- 
mands... .”*' In practice, however, the conduct of government 
officials was much more arbitrary than one might infer from this 
statement. Sometimes they insisted on immediate concessions to the 
workers, sometimes they refused to allow them, and sometimes they 
demanded that some be made in seemingly routine fashion after calm 
has been restored.” These decisions were guided by police considera- 
tions rather than by the merits of the individual cases. Instead of build- 
ing up a consistent labor policy based on experience and precedent, the 
inspectors, like the police, had to keep informed on the workers’ “state 
of mind,” on whether they sang revolutionary songs or read revolu- 
tionary books or pamphlets.** Labor measures and political decisions 
were becoming more and more inseparable. 

The extent to which workers actually became imbued with revolu- 
tionary ideas before 1905 was probably quite small. It is clear that they 
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became more restive, or as one official put it, their behavior became 
characterized by “conscious ill-will.” ** On the other hand, strikes 
were becoming less impulsive and less disoriented, which is a de- 
velopment that can be observed at a certain stage in other industrializ- 
ing countries and which is a sign of a growing sense of direction of the 
labor movement.” Real direction and the integration of the labor move- 
ment into the factory order was of course impossible without formal 
organization, which the governinent prohibited until the events of 1905 
had made its position untenable.” The organization of the massive 
strikes of the 1890’s was the work of various kinds of “Strike Commit- 
tees” which led a more or less precarious existence.” There were also 
secret worker circles who led an underground existence in the larger 
factories, and maintained contact with revolutionary student groups.” 
They engaged mainly in revolutionary propaganda, but their impact on 
the mass of the workers was slight.” 

The growing militancy of the workers and the increasing revolu- 
tionary ferment among intellectuals during the 1890's called for new 
methods of dealing with the social order of industry. But the govern- 
ment still yvacillated between repression and concession. The practice of 
depriving the workers of a hearing in court received new support in 
a secret circular of August 12, 1897, issued by the Ministry of the 
Interior.” The circular instructed the police to keep all strike “instiga- 
tors” under arrest during periods of unrest, rather than bring them to 
trial, on account of the difficulty of proving the existence of a criminal 
offense under the law regarding strikes. Although a concession to the 
workers, the legal regulation of the length of the working day in 1897 
had very doubtful effects on their attitude. The swing toward more 
surveillance and repression was again evident in a law of 1899 which 
established special police contingents in factory towns. This measure 
pleased neither the workers nor the employers. The latter not only 
were made to bear directly the cost of the extra police “protection” but 
had to suffer increased interference with the internal factory order. 
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The new policemen concerned themselves with all sorts of internal 
factory matters. In St. Petersburg they were instructed “to study in 
detail the production in the trade where they are located and to know 
at all times the commercial conditions of the enterprises.” *® In 
Moscow they were “to note all developments in the economic life of the 
factories.” *°* In Odessa they were told “to acquaint themselves with 
the workers’ conditions and their mode of life, and to pay special 
attention to those among them who had a prominent position and in- 
fluence on others.” *** A communication in 1901 from the Ministry of 
Finance, reflecting the views of the manufacturers, to the Ministry of 
the Interior argued that the presence of the police undermined the 
authority of the employers and that it tended to sharpen any differ- 
ences they had with the workers and give minor misunderstandings a 
disproportionate significance."** The workers, in turn, looked upon 
the police as a tool of the employer, especially since employers often 
had police officials on their payroll before the law of 1899. To escape 
this kind of dilemma, Witte, the Minister of Finance, called the atten- 
tion of the Tsar in 1902 to the inevitability of strikes and the necessity 
to recognize orderly strikes as a “purely economic phenomenon and 
not in the least threatening to the general order or peace.” *” Such 
a fundamental reversal of traditional policy not only failed to receive 
support from the Tsar but ran into strong resistance within govern- 
mental circles, especially within the Ministry of the Interior.’ Sipiagin, 
then Minister of the Interior, favored an alternative approach: the con- 
trolled organization of the “dependable conservative element” among 
the workers." Such an organization would be allowed to secure 
gradual improvements for the workers. 

It will be recalled that this approach had been discussed by the police 
at the very beginning of the Russian strike movement, in the early 
1870's. It was abandoned for being potentially too dangerous. Although 
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by the turn of the century the possibility of losing control of “super- 
vised” unions had greatly increased, the labor situation was urgent 
enough to give “police socialism” a trial. Aside from the law of 1903 
allowing for the election of worker representatives in factories 
(starosty ), which had little practical significance, police socialism was 
the last major governmental experiment to cope with the problem of 
labor unrest before 1905. It was given two major trials: the Zubatov 
organizations, named after the head of the Moscow secret police, 
which led to uncontrollable strikes, and the Gapon Society of St. 
Petersburg, which became directly involved in the general strike that 
touched off the 1905 Revolution. It was only after the Revolution that 
Russia tolerated strikes and trade unions as a method of resolving em- | 
ployer-worker differences. 


IV 


In the sense that the methods chosen to deal with the labor problem 
increased rather than diminished this problem, Russia failed in one of 
the basic tests a country faces during industrialization. Not only was 
the government unable to prevent the progressive alienation of the 
working classes, it also failed to avert the disaffection of the employers. 
Its methods promoted neither the development of a stable work force 
nor the creation of a flexible system of industrial discipline. The ef- 
ficient organization of industrial production requires both. It requires 
a social order in the factory that provides not merely acceptable rules 
of behavior but recognizes, if not the workers’ right to participate in 
the establishment of wages and working conditions, at least a meaning- 
ful method of appeal against arbitrary treatment. But to let workers 
acquire an effective role in the system of industrial rewards and punish- 
ment is difficult in any society, and especially where they are burdened 
with historical legacies of submission and disfranchisement.’® It was 
the lowly status of the Russian workers, an aspect of the country’s 
social structure and political organization, that made their successful 
integration into the industrial society problematic. This gulf between 
the leaders and the led was in part a consequence of the political 
weakness of the employers. In countries like England where the rising 
industrialist classes were politically powerful, they were able to estab- 
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lish extensive freedoms of action in the economic sphere which could 
not be denied too long to the workers. But in economically backward 
Russia the middle classes were still too weak to form a strong liberal 
party which might indirectly gain for the workers the right of eco- 
nomic self-defense. 

Instead, the dominant bureaucracy took upon itself the task of 
protecting the workers, but, for reasons which have been described, was 
incapable of performing this task adequately. To some extent the 
difficulties were ideological. It is interesting to note, for instance, the 
official adherence until 1905 to the idea that in Russian industry em- 
ployer-worker relations had a patriarchal character and that conse- 
quently Russia had no labor problem.” Officials who expressed this 
view often knew that the facts were to the contrary, as the existence of 
the factory inspection testified.” The reiteration of this view was thus 
not a statement of fact but a stubborn ideological defense of a social 
order which was supposed to exist and whose existence would make a 
more thoroughgoing labor policy unnecessary. By the same token any 
insistence on the need for a radically different labor policy would have 
been a denial of the validity of the social order on which the Tsarist 
regime was based. There had always been room, within this autocratic 
order, for direct official intervention in employer-worker relations, but 
it was incompatible, at least ideologically, with the exercise of power 
from below. In political terms, an autocracy is always in danger when 
it tolerates the formation of private power clusters, such as labor 
organizations, that are not under its control. This danger is all the 
greater if there is considerable political ferment in the country, as was 
the case in Russia. Furthermore, as the Russian experience shows, once 
workers do acquire power, even if it is only the ability to stage mostly 
unsuccessful strikes, the attempt to compete with them by setting up 
rival official organizations is probably the quickest road to more unrest. 

Aside from its economic implications, the government’s record of 
indecision, vacillation, and contradition described in these pages re- 
flects the kinds of dilemma industrialization can create for a tradition- 
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oriented autocratic regime. Reminding employers of their patriarchal 
position, which had always implied unchallenged authority, and at the 
same time warning them to make timely concessions to keep the work- 
ers under control reveals the ideological dilemma concerning the new 
social relations. The organizational dilemma was just as real. The 
Tsarist officials found that leaving employer-worker relations to take 
their own course posed an unacceptable threat to the regime by 
weakening law and order; repressing the workers was dangerous for 
the regime because it weakened mass loyalty; and curtailing the power 
of the employer posed a threat to the regime by weakening the 
hierarchical base of its authority. And history shows that also a com- 
bination of these approaches can help pave the road to revolution. 





Gaston V. Rimuincer, Princeton University 


EDITOR’S NOTES 


The first issue of The Journal of Industrial Relations, a new Australian 
periodical, appeared in April 1959. The editor is Mr. K. M. Laffer, Depart- 
ment of Economics, The University of Sydney, Sydney, Australia. Articles of 
a historical nature will be published from time to time. The first issue 
features a contribution by Robin Gollan entitled “Arbitration and the Slid- 
ing Scale in the N. S. W. Coal Industry in the Eighteen-Seventies.” 

The First International Conference on Economic History will be held in 
Stockholm, August 17-18, 1960 in connection with the 11th International 
Congress of Historical Sciences. Applications for registration should be sent 
to: International Conference of Economic History, Riddargatan 11B, 
Stockholm O, Sweden. Information on travel, accommodations, etc. will be 
provided. Applicants should state whether they will be registering also for the 
main Congress of Historical Sciences. The registration fee is six dollars and 


the last day for registration is May 31, 1960. 
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Donne and the Drurys. By R. C. Bald. New York: Cambridge University Press, 
1959. Pp. x, 176. 


This slim volume, by a professor of English at the University of Chicago, is of 
primary interest to students of English literature and of only secondary value to 
historians, particular!y economic historians. However, it provides an intimate 
picture of the activities of a second-rank Elizabethan gentleman of the Essex- 
dominated generation, possessing mean talents and too much ambition. Sir Robert 
Drury, for a time a friend and patron of John Donne, fitted neatly into the con- 
ventional pattern of late-Elizabethan young squires: a short sojourn at the uni- 
versity and then to the wars. He served without much distinction in France in 
1591; at seventeen he received the accoiade from Essex at Rouen (hardly a 
singular honor), and he ever after took inordinate pride in having been knighted 
on the “field of battle”! Cadiz, the Low Countries, Ireland, and the Low Coun- 
tries again absorbed his energies until the accession of James. After attachment 
to diplomatic missions early in the new reign, he retired to his seat. He never 
again found any significant employment in royal service, though he occasionally 
angled for military command or inclusion in an embassy, and even toyed with 
entering the military service of foreign princes. An unmemorable career as M.P. 
for Suffolk in James’s first parliament and a journey to the Continent as a private 
person in 1611-1612, on which Donne accompanied him as companion-cum- 
secretary, suffice to sum up Sir Robert’s last decade before his death in 1615. 

All that has recommended Sir Robert to posterity and her scholars was a goodly 
quantity of personal and estate papers, which came to the University of Chicago 
in the 1920's, and Sir Robert’s modest friendship with Donne. The importance 
of this friendship, the reviewer is not qualified to judge, though he must confess 
that upon the evidence presented he is reluctant to admit that the Dunne-Drury 
relationship had “important consequences for Donne” (p. 69). Mr. Bald is careful 
not to overstate the intimacy of the friendship or its ramifications on Donne’s 
career, and his commendable scholarly restraint has perhaps prevented him from 
drawing more vigorously the picture of their friendship. Incidentally, one factual 
slip—and there is a tremendous amount of factual detail in this book—leads one 
to give too much prominence to Donne’s being named a trustee in Drury’s last 
settlement of his estate. Drury’s intricate use-upon-a-use trust settlement of 1613 
named Donne and two others as feofees to the use of any whom Drury might 
appoint. Donne and his two associates were straw trustees, named only to execute 
the first use (under the Statute of Uses) so as to vest the property in the second 
group of feofees, who were the real trustees. Mr. Bald is mistaken when he says 
that Donne and his two associates had an active duty to perform so that the first 
use was not executed under the Statute (p. 144)—Drury’s inquisition post 
mortem (P.R.O., C. 142/363/192) sets forth this settlement in full and clearly 
states that the first use was executed under the Statute so that the property was 
vested in the second group of feofees. Donne’s inclusion as a straw trustee cannot 
be taken as very significant. 
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In the massive detail concerning the estates of Sir Robert Drury and in the 
account of his activity as a property holder, the economic historian will find 
considerable of interest, both for illustration and also for substantive information 
if utilized with similar materials concerning others of Drury’s status. He will 
not find anything of unique importance. However, the book is well written and 
interesting, the detail is ably arranged and accurately interpreted. Any historian 
can appreciate the insight it provides into the daily life of the Jacobean squire 
with inordinate ambitions and no outlet for them in the service of the new king. 
Sir Robert Drury reflected the ambitions and the frustrations of his class, and 
in an era of increasing political disenchantment, the reflection is worth studying. 

; Tuomas G. Barnes, Lycoming College 


Warren C. Baum. The French Economy and the State. (A RAND Corporation 
Research Study.) Princeton, N. J.: Princeton University Press, 1958. Pp. xvi, 
39%. $7.50. 


Writing the history of recent periods is a perplexing and frequently unreward- 
ing business. This is not less true of economic than of political or diplomatic 
history. Hindsight, often a major tool of historical research, is distorted or non- 
existent, and the innumerable incidents and topics on which masses of docu- 
mentation are available, especially on economic questions in the mid-twentieth 
century, render an intelligent selection of those to be exploited exceedingly dif- 
ficult. The author has nevertheless attacked courageously a formidable and im- 
portant problem. That his results and conclusions do not measure up to the 
significance of the problem is scarcely an occasion for surprise. 

In 1955, at which time it appears the bulk of the research and much of the 
drafting had been completed, the remarkable progress in French production 
since 1952 could not be clearly discerned and certainly could not be extrapolated. 
Nevertheless, it is doubtful if the author was justified in calling France “the 
sick man of Europe,” especially in view of the historical association of the 
phrase and the fact that France had (and has) one of the highest levels of per 
capita real income among the combattant nations of Europe in World War II. 
Starting from this dubious assumption he wishes to show that the poor per- 
formance of the French economy is an important element in France’s interna- 
tional reputation, and that parliamentary log rolling and bureaucratic bungling 
have contributed to the sluggishness of French economic growth. The first point 
is questionable, and the demonstration of the second is gratuitous, although in 
the course of it Baum provides ample documentation of the follies, mismanage- 
ment, and grotesque results of unplanned “planning.” 

He takes as his scope the major economic concerns of the French government 
in the decade that followed the end of World War II. These include the efforts 
at postwar reconstruction and modernization, control of economic fluctuations 
and the balance of payments, public finance, management of nationalized indus- 
tries, and regulation of business and agriculture. Within each of these areas he 
has sought to determine the reasons, the methods, and the results of state inter- 
vention or participation. In each case he has accumulated a mass of factual data, 
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mostly relevant and some of it interesting; but, for all that, his conclusions are 
weak and banal: “state action has been inspired by numerous objectives” (p. 
344); “the methods . . . cover a very wide range” (p. 345); “not much progress 
has been made . . . towards the achievement of the main objectives” (p. 347). 
To be sure, he spells out his conclusions in greater detail, but the net effect on 
the reader is much the same. 

To what may the disappointing character of the book be attributed? Cer- 
tainly not to a lack of source material or adequate documentation. The author, 
former French Desk Officer of the Economic Cooperation Administration, had 
access to all the abundant official and unofficial information on this subject that 
he could use. Nor are there any obvious deficiencies in his training as an econo- 
mist; he has asked all the questions that a well-trained economist would and on 
the whole has subjected his data to the same type of painstaking analysis (but 
the identical information in tables 2 and 5, pp. 25 and 39, bearing identical 
labels, indicates a puzzling lack of care in presentation). 

Apart from the inherent difficulties of recent history already alluded to, the 
missing ingredient in the study is the lack of historical perspective and under- 
standing. Many of the obstacles which hamper the French econo.zy today have 
roots in historical factors of long standing; widespread and largely ineffective 
or downright injurious government tampering with the economy has been a 
persistent feature of l‘rench economic life since the seventeenth century at least. 
But in spite of all—natural handicaps, revolutions, wars, occupations, long pe- 
riods of depression and stagnation, as well as the many aspects of government 
instability, inefficiency, and wrong headedness which the author patiently de- 
scribes—the French economy has again and again shown the resilience and 
capacity for renewed growth which make it today one of the most productive 
in Europe. The more difficult problem of explaining, not the poor performance 
of the economy, but its extraordinary vitality beneath the burdens which it 
bears, remains to be solved. 





Ronvo E. Cameron, University of Wisconsin 


The Estates of the Percy Family 1416-1537 by J. M. W. Bean. (Oxford Historical 
Series.) London: Oxford University Press. 1958. Pp. x, 176. $4.00. 


Scholars are gradually making available the bits and pieces from which in 
the future it may be possible to work out a coherent history of the fortunes and 
vicissitudes of the English landed aristocracy. The number of such solid bits has 
increased remarkably in the past decade; but most of them have had to do with 
the period between the age of Elizabeth and the French Revolution. Recently, 
however, we have welcomed Mr. Holmes’s study of fourteenth-century fortunes, 
and now we have Mr. J. M. W. Bean’s The Estates of the Percy Family, 1416- 
1537. Mr. Bean’s careful work is the first to deal with any magnate fortune 
during the era it covers; and it is based on accounts of receipts and expenditures 
for a sufficient number of years to give a reasonably satisfactory view of the 
major fluctuations of income and outlay which the landed wealth of the Earls 
of Northumberland underwent at the end of the Middle Ages. Although in such 
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instances extrapolation is by no means altogether safe, still the wealth of the great 
magnates—contemporaries of the second to the sixth Earls of Northumberland— 
were subject to like pressures and probably fluctuated in similar if not identical 
ways. 

For the Earls of Northumberland there were two main sources of income— 
office and land. Although Mr. Bean does not provide a detailed picture of the 
income which accrued to the Percys from the profits of office, from pensions, 
and from other procedures for milking the King’s government, it is clear that 
the government could not have provided enough to spare the Percys and their 
peers from financial troubles in the fifteenth century; the supply was inadequate 
to meet the demand. There remained the land. With trivial exceptions the 
Earls’ land revenue came from rents; desmesne farming, long vanished from 
the Percy border estates, disappeared from their Yorkshire and Sussex lands 
early in the fifteenth century, probably as a result of the reorganization which 
followed the troubles of Hotspur and his father. 

What was the course of the Percy fortune as Mr. Bean’s study charts it? By 
1460 the situation of the Earls of Northumberland was quite bad, and the reasons 
for their financial troubles seem clear. Although the landed income of the 
Percy estates had declined at the rate of about 25 per cent during the past half- 
century, the falling-in of a number of life-tenancies prevented any marked de- 
cline in the Earl’s gross landed revenue. He was in debt to the tune of £ 12,000, 
about four times his rental income; and, even leaving sudden disaster out of 
account, the prospect of improving the situation was bleak. No strong pressure 
for agricultural expansion had appeared to allow the Earl to squeeze more rent 
or increased entry fines from his tenants. And the main encumbrances on his 
income over and above indispensible administrative charges were life fees and 
annuities paid to retainers to meet the costs of the private military reserve which 
the Earl had to support for security in the troubled times of rivalry between 
Lancaster and York. It seems, then, that the Earl was hard pressed not by a 
reduction in his rental income but by the high cost of fee’d retaining; that the 
impulse which drove such men as him to accumulate offices was that of self- 
preservation rather than economic rehabilitation; and that, therefore, the clue to 
the conduct of such magnates as the Percys’ in the fifteenth century lies more 
likely in the fact, recently emphasized by Frederic C. Lane, that the collapse of 
the natural monopoly of violence entails exorbitant social costs, than in Mr. 
Postan’s notion that the magnates tried political jobbery as a way of breaking out 
of an economic blind. In the middle of the fifteenth century, on a gross income 
of about £4700 from rent and the wardenship of the East March the Percys 
ought to have been able to worry along, if fees of administration and retinue had 
not eaten up one-third to one-half of their rents and an unknown amount of 
their official stipend. The big jump in fees after the 1420’s indicates the relation 
of this crushing burden of protection to the collapse in the effective monopoly of 
violence; it corresponds to the decline of political order inaugurated by the ac- 
cession of the child Henry VI, aggravated during his lifetime, and not fully 
reversed until Henry VII had consolidated his position. 

The new order imposed by the Tudors clearly shows its impact in the “ex- 
traordinary fees” of retinue for 1518—only £159. 7s for the northern estates, a 
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sum trivial in comparison with the Percy income there, especially since, as a 
great border lord, the Earl of Northumberland had to keep watch on the Scot- 
tish Marches. By the end of the first quarter of the 16th century, the fifth Earl 
was enjoying a net income from land between 20 and 33 per cent higher than 
the gross income of the 3rd Earl in 1461. The Tudor Revolution in government, 
if there was one, may have been yet to come; the Tudor reformation in gov- 
ernance was already a reality transforming social, economic, and political rela- 
tions among the members of the landed aristocracy. 

Such are the conclusions explicit and implicit of Mr. Bean’s very valuable 
study. His data raise one question which he does not ask and therefore does not 
seek to answer. If the trajectories of the fortunes of other great families fol- 
lowed that of the Percys’, they reached their nadir during the fifteenth century. 
The fortunes of lesser landed families may have suffered a similar decline in 
the rent sector. On the other hand, those lesser families had siphoned off as fees 
of retinue for themselves a considerable share of the total income of the magnates; 
and so relative to the latter they may have prospered. Would it not be odd if, 
of all centuries, the fifteenth turned out to be an age of the rise of the gentry? 

J. H. Hexter, Washington University, St. Louis 





The Emergence of the German Dye Industry. By John Joseph Beer. (Illinois 
Studies in the Social Sciences, Vol. XLIV.) Urbana: University of Illinois 
Press, 1959. Pp. vii, 168. Paperbound, $3.50; clothbound, $4.50. 


One of the striking developments of World War I was the discovery by 
Great Britain and other leading industrial powers that they were heavily de- 
pendent on Germany for dyes and other fine chemicals. The discovery was 
particularly vexing since an Englishman, William Henry Perkin, had synthesized 
the first aniline dye in 1856 and since Great Britain and France had subsequently 
taken an early lead in synthetic dye manufacture. Why was Germany in the 
next half-century able to achieve a virtual monopoly of the industry? This brief 
monograph sets out to answer that fundamenal question. 

The decline of both the British and French industries, the author argues, was 
the result of inadequate supplies of scientists and engineers and of institutional 
structures that did not make the best use of the available personnel. In both 
countries, too, the patent system was faulty. In England’s case, free importa- 
tion of foreign dyestuffs and attractive investment opportunities in other fields 
also handicapped the industry. 

By contrast the Germans, despite a late start, developed the institutions and 
techniques essential for victory in this competitive field. They had the best 
scientific and engineering education in Europe, and they molded their scientists 
and engineers into highly effective research teams. The German firms also did 
a good job of advertising and established a fine system of customer relations. As 
the industry grew, individual firms expanded by diversifying and integrating 
their operations. The German state helped too; it provided the most effective 
patent law in Europe, a favorable tariff structure, and support for scientific edu- 
cation and research. As the industry matured it protected itself against predatory 
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competition and rationalized its operations by tie development of an elaborate 
structure of cartels, culminating in the formation of the I. G. Farbenindustrie in 
1925 (the terminating point of this study). The industry not only proved vital 
to Germany’s war effort frorn 1914 to 1918; it also survived the war and post- 
war vicissitudes to recapture its pre-eminent international economic position. 

Mr. Beer has provided us with a workmanlike monograph. He has re- 
searched most of the printed sources, many of them unavailable in this country. 
The book is well organized, lucidly written, and reasonably argued. While Mr. 
Beer occasionally makes essential sidetrips into the mysteries of organic chem- 
istry, the average reader, educated in the pre-Sputnik era, will not find his own 
scientific ignorance a serious handicap. 

The chief defects of Mr. Beer’s book flow from its brevity. The analysis of 
the decline of the French and British dyestuffs industry, for example, seems 
reasonable; but it is very sketchy and lacks the detailed evidence that might 
convince a congenitally skeptical reader. Similarly the chapter on the rise of the 
industrial research laboratory is interesting and important, but it is confined 
almost entirely to a discussion of the Bayer Company and is based heavily on 
the reminiscences of the research head of that firm. While this volume pays a 
good deal of attention, and rightly so, to technology in the industry, it almost 
entirely neglects finance, deals in only a very general way with management, 
and limits the discussion of competition to problems connected with the rise of 
the cartels. In short, this is not a definitive study. Within its limitations it makes 
for consistently interesting and profitable reading. I only wish there were more 
of it. 

Kenpatt Birr, State University of New York 
College for Teachers, Albany 


The Cambridge History of the British Empire, Volume III: The Empire- 
Commonwealth. Edited by E. A. Benians, Sir James Butler, and C. E. Carring- 
ton. Cambridge: Cambridge University Press, 1959. Pp. xxi, 948. $19.50. 


This long awaited concluding volume of the Cambridge series has had its 
share of misfortunes over the years. Delayed by the war, it suffered a further 
setback from the death in 1952 of its editor in charge, E. A. Benians. These 
vicissitudes have left their mark, for some chapters are now badly out of date. 
J. E. Tyler’s study of the colonial conferences is the prime example, since it was 
obviously written before the confidential records of the proceedings were made 
available for study. The planning displays a somewhat outmoded approach too. 
It is difficult to see why it was necessary to let the book be dominated by Mr. 
Hinsley’s four long chapters on foreign policy and colonial questions. Cer- 
tainly many colonial and foreign issues cannot be separated but that provides 
no excuse for constant overlapping with other chapters and lengthy considera- 
tion of matters not colonial by any stretch of the imagination. This is all the 
more serious in view of the omission of an extended study of colonial admin- 
istration in any of the dependent colonies. We have a fascinating chapter by 
Professor Simmons on the opening of tropical Africa, but otherwise only bits 
here and there in sections dealing with more general questions. 
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But to offset this there are three superb chapters on the part played by im- 
perial issues in British political life. Sir James Butler makes a ripe and scholarly 
study of the first Gladstone and the Disraeli administrations, emphasizing again 
and again the strong philanthropic and humanitarian regard for native peoples 
that constantly ran through British politics. Of course it was linked with com- 
mercial motives—“philanthropy plus five per cent,” Rhodes called it, a remark 
most extraordinary for being quite sincere—but it is a pity that most non- 
British writers choose more often than not to ignore the former altogether. Mr. 
Robinson writes with much originality on the next fifteen years to 1895, show- 
ing very clearly the confusion over imperial matters which then reigned in 
Britain. One feels here the utter poverty of ideas of Gladstonian Liberalism, 
with its inability to see farther than next year’s budget; at the same time, how- 
ever, one comes to appreciate the essential rightness of its readiness to make the 
concessions of responsible government—on the Irish question as well as other 
imperial issues. The imperialism of the ‘royal drawing room,’ the positive but 
differing approaches of Salisbury, Chamberlain and Rosebery—we see all of 
these maturing until they burst forth in A. F. Madden’s discussion of the two 
crucial decades to 1914. Undoubtedly this is the most arresting and challenging 
chapter of all. Madden has little sympathy with the jingoists, and his sharp and 
decisive treatment of the shabby Boer War episode is as refreshing as anything 
in the book. Yet he takes great pains to be fair; for example, on the part played 
by Chamberlain he steers a sensible course between the whitewashing of Garvin 
and Amery and the equally biased nonsense of those who whisper of devilish 
plots hatched in secret places. Indeed, the whole South African problem is 
beautifully analyzed—the inevitable failure of a peace which to the Boers was 
only a truce, the dilemma of those who had been pro-Boer but now saw them 
as men who felt any concession to the negro to be racial suicide, and the em- 
barrassment that such an attitude quickly caused throughout the Empire in 
many different ways. 

Nevertheless, it is hard to accept Madden’s general view that the imperialism 
of the turn of the century was but a passing phase, that the nation soon tired 
of the “dubious arrogance and tawdry triumphs of expensive imperialism.” 
There is in fact much evidence to the contrary. The defeat of the Conservatives 
in 1906 was not a rejection of imperialism—Chamberlain and his supporters 
fared far better than most Tories—but a sharp reaction to special issues such as 
the Education Act of 1902 and the agitation over “chinese slavery” in Africa. 
From a longer poirt of view, strong imperialistic sentiments persisted through 
the tenure during the 1920’s of the most egotistical jingo of them all, L. S, 
Amery. The popular press, which played a large part in whipping up anti-Boer 
sentiment, has hardly changed its attitude, and similar feelings have found ex- 
pression through school text-books, Empire days, and the like, right through to 
the adventure at Suez, which could hardly have been more arrogant, tawdry, 
and expensive, yet commanded wide popular support. 

Economic historians, remembering H. J. Habakkuk’s remarkable contribution 
to the previous volume in this series, will find only disappointment. E. A. 
Benians wrote a chapter of the solid Clapham type, but without Clapham’s wide 
knowledge of sources. He made little use of economic analysis, and what there 
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is sometimes looks decidedly odd—as when it is argued that Britain partly paid 
for her imports of food and raw material by the lending of capital overseas (p. 
182). Mr. Graham had a great opportunity but writes like someone drafted into 
a strange field; he has read the main sources conscientiously but never probes 
beneath the surface. The debate over the tariff was one of the most crucial in 
modern British history, but one would hardly think so from this tepid discus- 
sion, which never manages to drive home the essential issues: the future role 
of Britain in world trade, the extent and causes of her industrial backwardness, 
the real value of preferences, and so forth. The interaction of home, colonial, and 
foreign political problems is treated at great length in the book; it is sad that 
the corresponding linkage in the world economy is so poorly brought out. There 
are mistakes in detail too; besides getting the date of the Colonial Stocks Act 
wrong, Graham exaggerates its effects in a way Baster showed to be wrong 
years ago; it is suggested that overseas investment took the form of “a relentless 
search for food and raw materials,” whereas many studies have shown that the 
overwhelming bulk of it had no such conscious motivation. 

There is hardly space to mention in detail several good specialized chapters. 
Professor Steel, for instance, brilliantly traces the close relationship between the 
emergence of a more decentralized Empire and an Anglo-American entente, 
showing how, as the United States began to assume imperial responsibilities, the 
sense of a similarity of interests began to grow. It was an age, of course, of 
striking personalities: Milner impatient with “that mob at Westminster,” Stanley 
and his “almost superhuman energy,” Chamberlain objecting to being “cheeked 
by Bismarck or anyone else,” Rhodes and that extraordinary will; but in the 
final chapter R. B. Pugh throws valuable light on a much more obscure side 
of British history, the subtle and more lasting influence of the permanent civil 
servants. How can we measure the enormous importance of men such as Sir 
Robert Herbert, “the perfect permanent official,” head of the Colonial Office 
for twenty years and the first true expansionist to hold that position? Then 
there was his predecessor, whose “schoolmasterly asperity” did much harm and, 
later, Sir Robert Meade, whose views on policy almost certainly clashed seri- 
ously with those of his chief, Chamberlain. Some, like C. P. Lucas, had much 
influence through their writings; other lesser officials wielded great power 
through unrivaled knowledge of particular colonies—Edward Fairfield in South 
Africa is the obvious example. Individually they are little known; collectively 
they contributed, as Mr. Pugh tells us, to the formation of the Colonial Office 
“mind”—an attitude towards the colonies actuated by the highest principles but 
imprisoned in the intellectual environment of Victorian and Edwardian London. 
It was hard for these men to appreciate the aspirations and civilizations of 
colonial countries. This is a theme which has recently been discussed elsewhere 
in connection with Egyptian problems, and certainly it offers exciting possi- 
bilities for future research. 

S. B. Saut, Liverpool University 
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The Massachusetts Land Bankers of 1740. By George Athan Billias. (Orons, 
Maine: University of Maine Studies, Second Series, No. 74.) University of 
Maine Bulletin, Vol. LX1, No. 17 (April, 1959). Pp. x, 59. $1.00. 


This is a useful study of a well-known episode in colonial history which has 
traditionally been used as a key example of a widely accepted pattern of economic 
behavior. It has been pictured as an evidence of the concrete opposition of the 
western-agrarian-debtor element to the eastern-moneyed-merchant group. The 
extent to which the Land Bank crisis rocked the province and the ultimate de- 
feat of the land bankers have been frequently described. 

Mr. Billias seeks here to re-examine the affair carefully and to re-interpret it 
in terms of the revisionist viewpoints of such writers as Robert E. Brown and 
Joseph Dorfman. As they did in other matters, he finds that the economic class 
struggle behind the Land Bank is not at all what it has been stated to be. He 
discovers that many of the land bankers were men of wealth, position, and 
political power. He refers to reports of a projected march on Boston “to intimidate 
the urban merchants into accepting Land Bank currency,” but only to suggest 
that historians have exaggerated the unrest. 

His basic evidence is good. A careful marshalling of biographical informa- 
tion about the land bankers demonstrates that those who can be identified were 
men of some substance. He certainly makes it impossible to view the Land 
Bank as a clear-cut class scheme. On the other hand, the debt-ridden, small, dirt 
farmer was hardly in a better position to subscribe to the Land Bank than he 
was to the Silver Bank. The subscribers had to be men possessing credit or 
equity of some sort. Mr. Billias has not demonstrated that the actual subscribers 
were out of sympathy with the more impoverished western agrarians. The 
bla::kness and whiteness of the traditional picture must be rejected, but it is not 
clear that it has lost all its validity. 

Brooke Hinpie, New York University 


Pioneering in Industrial Research—The Story of the General Electric Research 
Laboratory. By Kendall Birr. Washington, D. C.: Public Affairs Press, 1957. 
Pp. vii, 204. $4.50. 


This history of the General Electric Research Laboratory provides valuable 
information for the understanding of the growth and operation of the twentieth 
century American economy. General Electric was the first large American cor- 
poration to set up an organization to concentrate on fundamental research. The 
ways the work of this laboratory affected the fortunes of General Electric and 
of the electrical industry as a whole suggests much about the dynamic impact 
of the systematic application of science to American industry. 

Work in one field often led quite unexpectedly to the development of new 
products in other areas. Investigations in the incandescent lamp technology 
brought the development of the high vacuum electron tube and the x-ray tube. 
Research on filament-drawing dies resulted in cemented tungsten carbide, which 
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helped revolutionize the machine tool industry and brought General Electric 
into still another line of business. The study of the arc in switches demonstrated 
new facts about welding arcs and in time had General Electric making acetylene. 
Projects to improve insulating materials led the company into the production of 
a variety of goods based on alkyd resins in the 1920’s and silicone resins in 
the 1930's. 

Where the company thought it could exploit the new products profitably, Gen- 
eral Electric set up manufacturing and marketing organizations. Where it 
does not, it licensed the developments to other firms. Mr. Birr does not indicate 
on what criteria these basic decisions were made, but then the making of such 
decisions was outside the province of the laboratory. 

In any case, the output of the laboratory was certainly a basic influence in 
the development of General Electric’s broad strategy of product diversification. 
By the 1940’s, this power machinery company was carrying on several lines of 
business which brought it into competition with chemical, rubber, metal, oil, 
and electronics firms. Such inter-industry competition came te be in research as 
well as in engineering, production, and marketing. For example, within one 
month the B. F. Goodrich and General Electric Laboratories developed a plas- 
ticized polyvinyl chloride quite independently of one another. Industrial re- 
search which General Electric pioneered has today become certainly one of the 
driving forces in the American economy. 

In writing this history, Mr. Birr has effectively handled his rather unique 
topic. His style is hardly lively or imaginative but it is clear. He has done ex- 
ceptionally well in making understandable complex technological and scientific 
developments. Other factors than technological achievements receive the proper 
attention. The book describes the impact of the different personalities, the de- 
velopment of the policies and procedures of research, the Laboratory’s changing 
internal arrangements, its relationships with the many other technical and 
scientific laboratories within General Electric as well as its contacts with other 
companies, the government, the universities, and the scientific profession. This 
study, like Harold Passer’s The Electrical Manufacturers, 1875-1900, emphasizes 
the real need for a careful, competent, balanced, scholarly history of General 
Electric and of the electrical industry itself. Few companies or industries have 
pioneered more successfully in the ways of modern American technology and 
business. 

Acrrep D. Cuanpxer, Jr., Massachusetts Institute of Technology 


Deutschlands Aussenhandel 1815-1870. By Gerhard Bondi. (Deutsche Akademie 
der Wissenschaften zu Berlin, Schriften des Instituts fiir Geschichte, Reihe I: 
Allgemeine und Deutsche Geschichte, Band 5.) Berlin: Akademie-Verlag, 
1958. Pp. 156. DM8.0o, 


There is a real need for a solid scholarly study of the history of German for- 
eign trade, even if confined to the period from 1815 to 1870. Politically and 
economically, this is one of the most crucial eras of German history. During 
these years Germany developed not only the preconditions for modern indus- 
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trialism, but also effected the transition to sustained per capita economic growth. 

The present book, cast in an obsolete conceptual framework, fails to meet 
basic standards of Western scholarship. The author has applied old Marxian 
clichés and dogmas to his subject. Though antiquated and biased, such a treat- 
ment might nevertheless be profitable if it were well informed and skilfully 
executed. In fact, however, Bondi adds nothing to knowledge and little to better 
understanding. His book is published under the auspices of the German Academy 
of Sciences and, hence, is supposedly a show piece of east German learning to- 
day. Upon close scrutiny, however, his inquiry proves to be a boomerang. Bondi, 
now at the Martin Luther University of Halle-Wittenberg, convincingly, though 
unwittingly, demonstrates the disastrous effect which the forceful conversion 
of a predominantly Western country into a Communist satellite state can have 
upon the study and wziting of history and, more particularly, upon the de- 
velopment and state of mind of a gifted young scholar, seriously interested in 
vital phases of economic development. 

Bondi has devoted much space, time, and energy to a tedious, shallow and 
irrelevant recital of the doctrines of Marx and Engels and to paying his respects 
to “the” economic historian of the German Democratic Republic: National- 
preistriger Jirgen Kuczynski, well-known for his mass production of notori- 
ously superficial, unreliable and opinionated works. More serious than this waste 
is the author’s simply amazing unfamiliarity with almost all pertinent studies 
that have appeared since the late nineteenth century. It is not clear whether this 
tragic intellectual parochialism stems from the inadequacies of the library facili- 
ties in eastern Germany today or from a methodical boycott of “bourgeois 
scholarship.” 

A sizable part of this book deals not with foreign trade as such, but with the 
changes in its political setting. A lengthy narrative traces the history of com- 
mercial policy and diplomacy and, more specifically, the evolution of the 
Zollverein. Informed readers will be bored as well as annoyed by this pretentious, 
yet commonplace rehash of the well-explored and widely known. Besides, Bondi’s 
comments are almost exclusively based on outdated secondary works such as 
those by H. Festenberg-Packisch (published in 1689) and A. Zimmermann 
(1892). Significantly, the author is unfamilar even with the leaders in this field 
of study (W. von Eisenhart, E. Franz, W. O. Henderson, H. von Srbik), not to 
mention other authors who have worked in this area. 

The core of the book is a quantitative and qualitative appraisal of the move- 
ment of commodity imports and exports. The movements of capital are com- 
pletely ignored. Bondi’s survey focuses on the rather arbitrarily chosen years 
1828, 1837, 1850, 1864, and 1869. While substantive with regard to trade figures, 
the analysis lacks continuity and is often vague or hasty and misleading in its 
conclusions. The statistical material is primarily derived from the old contem- 
poraneous works of C. F. W. Dieterici. A laudable effort is made to relate the 
changes in the volume and structure of Germany’s foreign trade to the problems 
of internal economic growth and to point up the historical significance of these 
changes for the transformation of the national economy as a whole. In this 
connection Bondi makes some good points and raises a few suggestive ques- 
tions, but he treats as nonexistent indispensable aspects, such as those pertaining 
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to entrepreneurship, the investment process, and the economic impact of the 
extraordinary demographic developments of this period. Moreover, what is 
promising in his line of attack is called into doubt by slogan thinking, intoler- 
able misconceptions, empty verbiage, and a truly pathetic trailing behind up-to- 
date factual knowledge of both German and general economic history. Thus, in 
conclusion, one must note with sadness and compassion that the misguided au- 
thor, trapped by his environment, has failed to accomplish his task. 

Hans Rosenserc, Brooklyn College 


Output, Employment, Capital, and Growth. A Quantitative Analysis. By Hans 
Brems. New York: Harper & Brothers, 1959. Pp. xiii, 349. $6.00. 


This volume is a restatement, and occasionally a refinement and elaboration, of 
some of the analytical tools which economics has developed to deal with the 
matters listed in the title. Considerable use is made of mathematics. Though Mr. 
Brems stresses that in general nothing beyond elementary calculus is required, I 
doubt whether more than ten per cent of economists, or one per cent of economic 
historians, are currently equipped to read the book with full comprehension. 

The volume is divided into four parts. Part I deals with the Keynesian model 
and contains five chapters dealing with historical perspective, static equilibrium, 
the foreign trade multiplier, the complete Keynesian model, and a critique of 
that model. Part II attempts a disaggregation of the Keynesian model and con- 
tains seven chapters covering price and fiscal policy when unemployment is 
present, inflation, nonprice competition, the impact of the balanced foreign trade 
multiplier on employment and wages, and the Leontief model. Part III deals 
with the demand for input and contains six chapters; three deal with the firm, 
first in neoclassical theory, second as affected by linear programming, and third 
in modern restatement. The other three chapters are concerned with wages, 
rent, capital, and output, first, again, in neoclassical theory and then in modern 
restatement. Finally, Part [IV deals with dynamization of the Keynesian model 
and contains seven chapters covering aspects of growth. Included are discus- 
sions of the proportionate equilibrium rate of growth, growth rates of output, 
labor force, hours, and productivity, the impact of technological progress and 
of foreign trade on growth, and an examination of the conditions necessary if 
growth is to be stable. 

This brief summary indicates the wide variety of topics covered. The presenta- 
tion is generally clear and careful. The volume contributes to our understanding 
of analytical problems and will undoubtedly be widely used in courses dealing 
with advanced economic analysis. In short, what Mr. Brems has set out to do, 
he has done well. 

The really intriguing question is whether the analytical techniques that Mr. 
Brems has summarized contribute enough to our understanding of real prob- 
lems to justify the effort that has been expended in developing them by many 
of the most creative of the profession. There is no doubt that the techniques 
make some contribution. But, as we make clear in even the most introductory 
course, to justify a particular use of resources it is not enough to show that it’ 
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will produce something of value; it is necessary to show that there is no alterna- 
tive use which would produce something of greater value. Mr. Brems has no 
doubts; the final sentence of the volume states, with obvious approval, that 
“further mathematization of economic theory is to be anticipated.” As a 
prophet Mr. Brems may well be right; but I am myself by no means clear that 
the trend represents the most productive use of the very scarce creative talent 
of economists. 





Henry H. Vitrarp, City College of New York 


The Equitable Life Assurance Society, 1859-1959. By R. Carlyle Buley, New 
York: Appleton-Century-Crofts, Inc., 1959. Pp. xviii, 262. $5.00. 


R. Carlyle Buley’s history of Equitable covers the development of the third 
largest life insurance company in the United States during its first century of 
operation. As a part of the growing literature concerning this industry it con- 
tributes to the knowledge of the participation by insurance companies in the 
expansion of the American econo:ny and in the vital areas of providing personal 
security for millions. This is particularly of interest since the Equitable pioneered 
deferred-dividend (tontine) policies and group insurance plans in the United 
States, was one of the leading participants in the involved financial relationships 
between investment bankers and life insurance companies around the turn of 
the century, and led the movement of a handful of American companies in the 
invasion of foreign markets. Buley’s description of these events is, on the whole, 
a worthwhile addition to life insurance history. 

The Equitable was founded by a young man, Henry Baldwin Hyde, who 
succeeded in becoming the most prominent individual in American life insur- 
ance before his death. If he possessed no capital, Hyde possessed astonishing 
energy and an amazing capacity to persuade other men to adopt courses of ac- 
tion which resulted in the growth of his little company to the position of the 
third largest in the country by 1900. This expansion can be attributed to Hyde’s 
personal dynamism and leadership, his fertile imagination, and his willingness 
to innovate and experiment. He was particularly bold in introducing tontine 
insurance, aggressively developing a formidable marketing organization, and 
expanding into overseas markets. During the seven years following Hyde’s death, 
the company suffered from divided and conflicting leadership much of which 
was contributed by his son, whom he wished to inherit his command of 
Equitable. The company wallowed in the sloughs of scandal until the Armstrong 
Investigation (New York, 1905) provided both a new legal framework for life 
insurance and underwrote the efforts of a reform management. These develop- 
ments constitute the first half of the book and are, in the reviewer's opinion, 
easily the best handled by the author. In part this is because Buley’s access to 
the great collection of the Hyde papers stored at Baker Library, Harvard Uni- 
versity, enabled him to gain a feeling for James Hazen Hyde, the founder’s son, 
and for the period during which he was associated with the company. There 
is a flavor and vitality to these middle chapters which is not shared by much 
of the rest of the book. 

Following the managerial reform at Equitable, the company was served by 
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Paul Morton, a president whose strong sense of trusteeship did much to enable 
the company to shake off the reputation it had gained in 1905; by William A. 
Day, a competent, stolid insurance executive; and by Thomas I. Parkinson. The 
latter was one of the truly colorful figures in modern life insurance, a man who 
in speech and act closely resembled some of the early leaders of the great in- 
surance companies. Under his direction Equitable plowed some new ground in 
investment, survived the terrible years of depression, and pushed aggressively 
ahead in the contest for size within the industry. I think it is unfortunately that 
Buley did not contrast Parkinson and his administration more strongly with 
those of his predecessors, or provide the reader with a deeper understanding of 
the man’s deficiencies as well as his strengths. 

As one who has written in this field, the reviewer regrets that Buley did not 
delineate more carefully the specific goals and objectives of the successive 
managements at Equitable over time, or provide readers with clearer definitions 
of the major problems that arose, or explain how managements allocated com- 
pany resources to work against these problems. I think it is also regretable 
that better criteria for evaluating performance and more objective standards of 
measurement of managerial achievement were not provided in the book. Per- 
haps their absence can be explained by the nature of the book itself. This vol- 
ume is essentially an abridgement of a promised comprehensive history. An 
abridgement of a work not yet published is in itself a matter of some curiosity, 
but is explained as being necessary due to the inability to complete the full 
project by 1959, Equitable’s centennial anniversary. This book contains no index, 
no documentation, no supporting quantitative data; these are promised in the 
comprehensive history. 

The Equitable, in the reviewer's estimation, fails to match the standards set 
by Marquis James’s, The Metropolitan Life, or Shepard B. Clough’s, A Century 
of American Life Insurance, among life company histories. It lacks the excellent 
analytical framework of Clough’s work, and Buley’s dull and banal prose com- 
pares poorly with the literary skills of James. It also suffers from Buley’s propen- 
sity to editorialize on political and economic matters, particularly in federal 
fiscal and monetary policy. The author is opposed to inflation, the New Deal, 
unbalanced budgets, and tampering with the value of the dollar; he views with 
dark suspicion the efforts of anyone who thinks that in certain circumstances 
there may be other economic or political goals which have priority, such as relief 
of mass unemployment. This, of course, is his prerogative. The question re- 
mains, however, whether an ostensibly objective company history is the proper 
vehicle for publicizing such personal biases. My personal view is that I would 
much have preferred better explanations regarding the resignations of President 
Parkinson and President Dow, an analysis of the net results of Equitable’s for. 
eign business, a set of simple footnotes, a brief index to Buley’s lectures on 
monetary management, and the sinister intent of Treasury officials in the 
taxation of life insurance companies. The author would be advised to form his 
value judgments in areas of Equitable’s actions where he supposedly has access 
to good information and to avoid forming them about phenomena concerning 
which he demonstrates little competence. 

Orance A. Smattey, Loyola University 
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The Roots of Capitalism. By John Chamberlain. (The Library of American 
Capitalism, Clyde Robinson, Editor.) Princeton, N. J.: D. Van Nostrand Com- 
pany, Inc., 1959. Pp. xiv, 222. $5.50. 


The thesis of this book is that there is little wrong with the American economy 
that could not be remedied by less governmental activity. The principal excep- 
tion is “labor monopoly,” identified mainly with the closed and the union shop. 
Though Mr. Chamberlain has done a lot of home work, the essay is less a 
responsible analysis of the “roots of capitalism,” either in ideas or in institutions, 
than a political tract. Many a major work of scholarship is, to be sure, in the 
best sense a political tract, but few scholars would wish to subscribe to so many 
omissions or to such important non-sequiturs as appear in these pages. The book 
contains nothing not already known to students of the social sciences except its 
dubious statements, and it omits much that would be relevant to the thesis. 

To render such a judgment without documentation may be thought unfair, 
but detailed criticisms would occupy valuable space which it seems inappropriate 
not to reserve for less familiar matters. One or two major points, however, may 
indicate that the judgment has foundations. The author, accepting Herbert 
Hoover's statement that the economic decline beginning in 1929 had ended and 
recovery had begun in 1932, but ignoring Wesley Mitchell’s contrary finding, as- 
sumes that the interventions which followed may have been unnecessary. He does 
this without analysis of what led up to the crisis (except the economic settle- 
ment of the Versailles peace) or of the situation which existed when Roosevelt 
took office. He assumes, too, that inflation since 1940 is the consequence of a 
Keynesian deficit-spending policy, without mention of the economic forces 
engendered by World War II. 

Grorce Soutz, Washington College, Maryland 


Le choléra: la premitre épidémie du XIXéme siecle. Etude collective présentée 
par Louis Chevalier. (Bibliothéque de la Révolution de 1848.) La Roche-sur- 
Yon: Imprimerie centrale de l'Ouest, 1958. Pp. xvii, 188. 


This history of the cholera epidemic that swept Europe in 1832 is a collective 
work with chapters on Paris, Lille, Normandy, Bordeaux, Marseille, Russia, and 
England. The contributors, most of whom are French, include such well-known 
scholars as Louis Chevalier, Jean Vidalenc, and Pierre Guiral. Chevalier, who 
wrote the general introduction and the chapter on the cholera at Paris, states that 
the work is an example of the service that historical demography can offer the 
social historian. 

The high cholera mortality rate at Paris, says Chevalier, only made more 
striking the “pathological condition of the capital” (p. 6), a city unable 
to adjust to its rapid growth and containing an unassimilated lower class. 
The epidemic also sharpened pre-existing class antagonisms. To the bour- 
geoisie, the cholera was another form of the social menace represented by 
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the lower classes. The state of mind of the lower classes is summed up ‘by the 
rumor which circulated among them that there was no cholera epidemic but a 
government plot to reduce the population by poisoning and to turn attention 
from political questions. It is not surprising, therefore, that the cholera con- 
tributed to popular unrest and that the riots of April and June occurred in those 
sections of the city that suffered most from the epidemic. 

The abundant statistics on the cholera of 1832, says Chevalier, revealed a great 
deal to contemporaries and are also useful to the modern scholar. For con- 
temporaries, the statistical analysis of the cholera proved that certain factors 
hitherto held responsible for the mortality rates in the different parts of the city— 
topography, geography, humidity, density of population—were not very signi- 
ficant. For us, statistics on mortality reveal the material condition and moral 
habits of the people of Paris in a way that normal mortality rates fail to do. 

The chapter on the cholera at Lille consists of two parts. The first describes 
the working and living conditions of the working class, conditions which 
rendered it particularly susceptible to the disease. The second presents a 
chronology and a statistical description of the cholera: the mortality rate by 
section of the city, age, sex, and profession. The cholera came to Marseille late, 
not until 1834-1835, but it made up for its tardiness by its high mortality rate 
and the terror that it aroused. It led to a mass flight from the city—25,000 in one 
day. 

In Russia, where over 100,000 persons died, the epidemic was responsible for 
widespread demonstrations and riots against a government that offered such 
useful advice to the impoverished population as “Do not live in small and un- 
healthy quarters” (p. 150). Only the personal intervention of Nicholas I and a 
severe repression ended the “cholera revolts.” The epidemic, conclude the three 
Soviet authors of the chapter, helped undermine the old regime in Russia. 

The cholera in England coincided with the agitation over the Reform Bill. 
The epidemic attacked particularly the more destitute classes, so that, for the 
first time, the British saw dramatically the relationship between poverty and 
disease. It led to a generalized attack on the economic and social system. London, 
says the author David Eversley, “was probably never as close to revolt during 
the course of the century” (p. 183). 

The chapters vary in scope and approach. One of the longest is on Lille; 
one of the shortest, on Russia. Chevalier is more interested in what the cholera 
revealed about Paris than in the epidemic itself. The author of the chapter on 
Bordeaux deals mostly with preparations for combatting the disease. Although 
the variety of emphases makes generalization difficult, it seems to this reviewer 
that after seven case studies some conclusions and suggestions for further re- 
search on this and other epidemics would have been helpful. This work should 
interest and surprise the general historian, who probably has not thought of the 
cholera epidemic of 1832 as a significant cause of social and political unrest. 

Davin I. Kursrein, San Jose State College 
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Le libéralisme économique et les pays sous-développés: études sur Vévolution d'une 
idée. By Frederic Clairmonte. Geneva: Librairie E. Droz and Paris: Librairie 
Minard, 1958. Etudes d’Historie Economique, Politique et Sociale XXIII) Pp. 
361. Swiss francs 30. 


The author of this book is, rightly, disturbed by the great unevenness of 
economic and especially industrial development between the richer countries and 
the poorer, by the complacency with which such discrepancies are viewed, and 
by the attempt to justify them in the name of an abstract economic theory resting 
on pretty shaky foundations. To give two examples of the unevenness of in- 
dustrial development in different countries not given by Mr. Clairmonte, it is 
not part of the Order of Nature that, until the Second World War, Luxembourg 
should have produced much more steel, and Norway much more electricity, 
than the whole of Asia excluding Japan or than Latin America and Africa com- 
bined. 

For Mr. Clairmonte, the villain of the piece is Liberalism, that is, the doctrine 
that economic activity should be determined by the market, that trade should be 
free, and that state interference should be kept to a minimum. This is denounced 
as a mere rationalization of the interests of the nineteenth century British 
bourgeoisie, and the book is mainly a study of the shortcomings of this doctrine. 

In the first section, a sympathetic account is given of List’s theories of pro- 
tection and growth, and of the formation of the Zollverein which made it possible 
for Germany to emerge as Britain’s industrial rival. The second section is a 
case study of the exploitation of India, which was carried out by just that 
mixture of laissez-faire and state intervention which best suited British interests; 
Indian history is thus presented as an awful warning to other underdeveloped 
countries on how not to manage their affairs. The third section deals with the 
morphology of foreign investment, with special reference to China; here it is 
argued that the benefits accruing to underdeveloped countries from foreign 
capital are nil or negligible. The last section, entitled L’essor de I’interven- 
tionnisme, covers a multitude of subjects and reviews various arguments favor- 
ing balanced growth carried out by state action and, involving radical changes 
in the economic and social strugture. 

Mr. Clairmonte has made use of a wide range of books and articles dealing 
with economic history and development; he draws attention to several interesting 
facts; and many of his arguments and conclusions are perfectly valid. Yet the 
book as a whole is somewhat disappointing. 

In the first place, there is little in it that is not familiar to anyone acquainted 
with the recent literature on economic growth, or, more specifically, with the 
works of Dobb, Lewis, Myint, Myrdal, Nurkse, Prebisch and Singer and the 
publications of the United Nations. 

Secondly, in his eagerness to prove his case, he makes many questionable 
assertions and ignores important aspects of the subject under discussion. Thus, 
it is an exaggeration to say that, as a result of growth, Germany, which had been 
an “overpopulated” country in the early 1830's, became two decades later 
an “underpopulated country drawing manpower from less developed neighbours” 
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(p. 73). Similarly, his statement that before the British conquest Indian industry, 
agriculture and navigation matched those of Europe (pp. 85-7) is not correct, 
and his attribution of the wave of industrial inventions in the 1760’s and 1770's 
to the influx of Indian bullion (p. 88) ignores the remarkable progress in all 
branches of the British economy during the previous hundred years or more. 
Nor is there anything wrong, per se, in the fact that India switched (and indeed 
is still switching), land from food crops to cash crops (p. 115), that the Indian 
railways linked the main cities to the ports (p. 133), or that foreign capital ac- 
counted for 80 per cent of total investment in Chinese railways (p. 181). Again, 
if some apologists have overstressed the beneficial effect of the oil industry on 
the Middle East, his account definitely underrates it (p. 276-7). More generally, 
his whole analysis of foreign investment is confused and contains important 
contradictions. 

But a more serious criticism can be made. To a large extent the author is 
flogging a dead horse, and one which he repeatedly assures us is dead, viz., 
economic liberalism; moreover it is a horse which is more than sufficiently 
obnoxious to the peoples of the underdeveloped countries he wishes to help. They 
do not need to be told that “industrialization is the road to Damascus,” that 
planning is necessary, or that foreign capital (which nowadays, as he points 
out, is anyway very reluctant to flow to them, having better opportunities at 
home) is pernicious. Mr. Clairmonte would have rendered them a far greater 
service if he had drawn their attention not to the well-known misdeeds which 
Britain committed in the name of Economic Liberalism, but to the many diffi- 
culties they are facing today and the numerous errors they are committing, 
often precisely because of their excessive reaction against this doctrine. 

Cuares Issawi, Columbia University 


Business Enterprise in Its Social Setting. By Arthur H. Cole. Cambridge: Harvard 
University Press, 1959. Pp. xiii, 286. $5.50. 


As my colleague Donald E. Stout aptly phrased it during the long discussions 
we have had about this book, Arthur H. Cole has here wntien a festschrift for 
the Committee on Research in Economic History and, more particularly, for 
the Research Center in Entrepreneurial History. Cole’s purpose was twofold. 
First, he wanted to summarize the entreprenur-oriented studies conducted under 
the aegis of these two organizations and to distill from them reasonable generali- 
zations which might help economists and others appreciate what has already been 
accomplished and what has yet to be done to bridge the gap between economic 
theory and economic history and to make economics an evolutionary social 
science. Second, he wanted to stimulate interest in further research centered 
around entrepreneurship by suggesting a tentative framework of reference and 
by formulating testable propositions. He accomplishes the first part of his pur- 
pose admirably. Those who may have wondered what Cole and his associates 
have been doing over the past two decades—what they were trying to do as 
well as what they were actually accomplishing—need not remain in doubt any 
longer. The aims and results of this rather dedicated group are succinctly and 
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dispassionately revealed by innumerable references throughout the volume to 
individual studies and by fifteen “vignettes” (comprising “Part Two: Entre- 
preneurial Realities”) which are brief digests of historical investigations grouped 
under the headings of “Entrepreneur and the Social Order,” “Entrepreneurship 
and Underdeveloped Areas,” “Enterepreneurship and Technological Change,” 
“Entrepreneurship and Business Organization,” and “Entrepreneurship and the 
State.” I suspect that many economic historians and most economic theorists will 
conclude that Mr. Cole has been less successful in accomplishing the second 
half of his purpose than he has been in achieving the first. 

At least three ideas presented in the present volume are especially provocative. 
They pertain to the relationship of economic history and economic theory, the 
concept of entrepreneurship, and the mutually interdependent influences, viewed 
as concentric circles, which operate at the entrepreneurial level. In regard to 
the first of these, Cole sees some danger in constantly admonishing historians of 
economic change to turn for guidance to economic theory; instead, he urges 
theorists to turn increasingly to historical facts. After all, economic theory should 
be based on facts and not facts on theory (p. 230). Economic history concerns 
itself with the process of change which, by nature, is “open-ended” and long 
run; economic theory dotes on the short run or instantaneous adjustments aimed 
at some sort of an equilibrium. Hence theory is non-evolutionary; it is not even a 
“social” science. If theorists made the fallible, decision-making human element 
(especially, entrepreneurship) part of their basic core, then Cole thinks that 
economics would become both a social and an evolutionary science. It would be 
more realistic and more useful in controlling man’s destiny, although perhaps 
less neat and logically definitive. 

According to Mr. Cole, the entrepreneur, at least in twentieth-century America, 
is less an individual than a “team” of individuals, who “together and co- 
operatively develop the decisions . . . to initiate, maintain, or aggrandize a 
profit-oriented business unit for the production or distribution of economic goods 
and services” (p. 7). He finds the identification of the entrepreneur with the risk- 
bearer or with the innovator both too limited and too broad. The entrepreneurial 
team does much more than assume risks or introduce new processes or products; 
on the other hand, many who bear risks or who innovate are not properly 
entrepreneurs. Neither are all those who have to choose between alternatives 
and make economic decisions. The typical peddler is more a businessman than he 
is an entrepreneur. Cole also questions the belief that the sole or even the primary 
goal of modern entrepreneurs is profit-maximization. If some economist were to 
raise the question whether any marginal product or service is imputable to en- 
trepreneurship, Mr. Cole would reply that entrepreneurship’s contribution to the 
total output, though difficult to isolate and quantify, is nonetheless real. Cole 
likens it to the differentiated product rendered by the same orchestra when 
various musicians conduct it. Above all, he insists that entrepreneurship, as a 
factor of production, constantly evolves over time and mutually interacts with 
many other factors and influences. 

This leads Cole to develop in Chapters iii-v a “positive view” or theory of 
entrepreneurship which might be cast in the conceptual framework of three 
concentric circles. The inner circle embraces all the relationships—provocative 
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and inhibitory—of the entrepreneur with other members of his organization or 
firm. Second, each entrepreneurial team interacts with the entrepreneurial stream 
comprised of other teams on the same and other industries. The third concentric 
circle embraces the social and cultural themes of the economy as a whole. These 
themes condition the entrepreneur and, in turn, are slowly modified and con- 
ditioned by him and others like him. 

The final section of the book reformulates the basic theme: If we are to un- 
derstand better the process of economic change, we must pay special attention 
to entrepreneurship. In our attempt to formulate testable propositions about 
entrepreneurial behavior, we must first study the evolution of the entrepreneur 
and of the entrepreneurial stream over time and their mutual interdependence 
with the main currents in human development. 

In addition to the provocative ideas compressed into this volume, we economic 
historians shall always be indebted to Mr. Cole on several counts. His other 
publications have enriched our knowledge and continue to serve as models of 
scholarly research; as head of the Baker Library he has been instrumental in 
building one of the best research libraries in the field; he has encouraged both old 
and young to dig deeper in the field of economic history and especially to study 
the entrepreneurial role; and he has helped create and expertly guide several 
organizations dedicated to research in economic history. In all these activities 
Mr. Cole has skillfully blended human warmth, patience, and tolerance of other 
viewpoints with unobstrusive persistence and determination to heighten interest 
in the entrepreneurial approach. 

Warren C. Scovitie, University of California, Los Angeles 


Economics of the Business Firm: Economics of Decision Making in the Busi- 
ness Enterprise. By Joseph D. Coppock. New York: McGraw-Hill Book Com- 


pany, 1959. Pp. xiii, 366. $6.95. 


In this textbook designed for use in intermediate-level courses in economics, 
Joseph D. Coppock of Earlham College has focused largely on those aspects 
of decision-making related to determination of short-period price, output, and 
investment. As an exposition of marginal analysis from the point of view of the 
individual firm, the material is logically organized and clearly presented. 

After a concise explanation of the tools of analysis, the author deals with 
the “mechanics of profit maximization” by which the firm can theoretically 
determine under various conditions the levels of price, output, and investment 
which will maximize profits. Well over half of the text is devoted to a detailed 
analysis of demand for and cost of the firm’s product. Determinants of demand 
are classified as external (consumer-buyer and producer-buyer demand and nutaber 
of buyers and sellers in the market) and internal (the firm’s own actions 
influencing its sales). Determinants of cost are treated as the quantities of inputs 
used (technical conditions of production) and the prices of these inputs. 

Mr. Coppock firmly holds that marginal analysis is “the best approach yet 
devised” for understanding how the firm behaves—or, perhaps more accurately, 
how the firm should behave. From the marginalist point of view, the most 
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efficient use of resources in a free enterprise economy can be achieved only when 
individual firms seek to maximize profits, that is, seek a level of output and 
price at which marginal revenue balances marginal cost. 

Mr. Coppock’s own analysis, though, shows the difficulties of trying to reconcile 
marginal theory with business practice at certain important points. For example, 
the tenuous nature of profit-maxization as the goal of entrepreneurial behavior 
is illustrated in this observation about the demand situation faced by the firm 
under oligopoly-oligopsony conditions: “Strategy in the sense of international 
politics and war, of poker and love, becomes more relevant for the firm within 
a wide range than neat mathematical calculations” (p. 219). Again, the 
allegation that the extent of uncertainty in the real world limits the usefulness 
of precise marginal calculations is brushed aside at one point on the grounds that 
“the operational conclusion to be drawn from the criticism is that the firm is en- 
gaging in a game of chance for which the odds cannot be figured” (p. 358). Yet 
the author concludes his analysis of the supply situation under oligopoly- 
oligopsony in this way: “It seems, from general observation, however, that 
actual markets of this type are much less volatile than theory would indicate. 
This is probably the result of fear on the part of buyers and sellers of the 
developments which cannot be anticipated” (p. 323). 

Although business historians are likely to view with skepticism the basic 
premises of the marginalists, they may find in this summary of the theory 
of the firm some useful analytical tools. 1 would point particularly to the chapters 
in which Mr. Coppock analyzes demand and supply situations faced by the firm 
in various market situations involving monopoly, oligopoly, and polypoly, and 
monoposony, oligopsony, and polyopsony. With the aid of the theoretical frame- 
work offered here, the historian might show the significance of a major business 
decision in sharper perspective if he explicitly related it to the range of alter- 
native decisions feasible in a particular market situation and the potential results 
of each. 

Mr. Coppock admits that “marginal analysis is most directly usable when 
the objective is single, is measurable, and involves the maximizing or minimizing 
of some variable.” That these conditions are seldom met in practice has been 
one of the major points made by critics of marginalism. The author is hopeful 
that new mathematical techniques will extend the usefulness of this theoretical 
approach. Perhaps, though, the development of a theory of the firm as an all- 
embracing explanation of business behavior rests as much on the further examina- 
tion of certain basic assumptions, such as that of profit maximization, as on the 
development of new theoretical tools. 

The volume should serve well its intended purpose as a textbook, especially 
if, as the author recommends, students relate its analysis to actual business 
practice as revealed in scholarly company histories and business biographies. Cer- 
tainly historians will endorse this suggestion as well as Mr. Coppock’s concluding 
observation that the efficient functioning of the economy “depends to a great 
extent on the initiative and boldness of the persons responsible for the actions 
of individual firms.” 





James H. Sottow, Michigan State University 
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James Stephen Hogg: a Biography. By Robert C. Cotner. Austin: University of 
Texas Press, 1959. Pp. xiv, 586. $7.50. 


When Texas was the biggest state in the Union it produced some big public 
men, statesmen like Stephen F. Austin, Sam Houston, Joe Bailey, John Nance 
Garner, John H. Reagen, and Colonel E. M. House. Now Mr. Cotner of the 
University of Texas adds a new name to this impressive roster with his life of 
Texas-born James Stephen Hogg, a conservative-progressive who was a product 
of the old South and a builder of the new. With infinite detail, Cotner narrates 
the formative events in this Texan odyssey, Hogg’s varied career as printer’s devil, 
sharecropper, small town editor, and law student. Orphaned at thirteen, Hogg 
early showed sterling qualities of resourcefulness and intelligence, which attained 
for him admission to the bar and carried him swiftly to elective posts as county 
and district attorney. In the latter office he showed such vigorous decisiveness 
in guarding the public welfare through enforcement of the law that he incurred 
the enmity of powerful factions. With a truly authentic Texan flavor, the third 
chapter rings with the gun fights of desperadoes during one of which a bullet 
finds Hogg and almost ends a stunning career before its beginning. 

During his tenure the reforming attorney defeated the powerful Texas Traffic 
Association, sponsored anti-trust legislation, and pushed the idea of a railroad 
commission, establishing such a record that by 1890 Hogg emerged as the logical 
candidate of the Texas democracy for the governor's chair. The Campaigns of 
that year and of 1892 provide some of the liveliest political debating and com- 
plexity of issues in the book. Hogg, for example, spurned the appeal of the 
Populists and rejected their reform program though he later became an ardent 
supporter of William Jennings Bryan. After his successful campaign, Governor 
Hogg in straightforward western fashion set out to accomplish a reform pro- 
gram. This embraced legislation to prohibit the issuance of watered stock by rail- 
roads, to reenact alien land laws, to strengthen the Texas anti-trust law, to 
strictly regulate the railroads, to define perpetuities and end corporate land 
ownership, and to establish a home for Confederate veterans and an asylum for 
inebriates. With the single exception of the latter, this progressive reform program 
was completed largely by 1893. The theme running through Hogg’s administra- 
tion was the long political war on railroads and other corporations. The appoint- 
tive railroad commission for which Hogg fought became a model for similar 
commissions established by Wisconsin and Iowa. 

Like most southern governors, Hogg upheld the principle of due regard for 
states’ rights and thus openly criticized Cleveland for sending federal troops 
into strike-torn Illinois without any request from Governor Altgeld. Neverthe- 
less he similarly criticized rabble rousers like Governor Davis of Arkansas for 
their efforts to raise the race issue for their own selfish purposes. 

Cotner gives us an uncritical but clear delineation of Jim Hogg’s character, 
effectiveness as a politician, achievement as a statesman, and amiability as a 
southern gentleman, kind husband and father. Few indeed have been the political 
figures in history who could afford to hold political talks with a daughter 
perched on the knee. The most revealing chapters are those taking up Hogg’s 
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story after his retirement from public life to private law practice, after he turned 
down the opportunity to run for the Texas seat in the Senate. It was as planta- 
tion owner and land speculator in the first frenzy of the Texas oil boom that 
Hogg amassed a fortune to be placed alongside his tidy earnings as a corporation 
lawyers. Cotner assures his readers that his hero, as an oil company promoter dur- 
ing those years after 1898, was no deserter from the ranks of the reformers, but 
the author offers no convincing arguments to refute the conflicting conclusions of 
C. Vann Woodward. 

Hogg’s achievements as reform governor would entitle him to the esteem 
which appreciative Texas has accorded him, but in addition he left behind him a 
distinguished contribution in private philanthropy, a clear, constructive political 
philosophy, and a warm example of patriotism transcending sectionalism. Hogg 
was one of the few to realize that war's aftermath had robbed the South of its 
working capital. After the discovery of abundant oil, he was quick to grasp 
what a tremendous potential the Gulf coast had, and he knew that sufficient 
capital to finance the necessary development did not exist in Texas. In spite of his 
long opposition to alien control and ownership, he even went to England seeking 
investors. This particular situation was to be saved by Americans after all, but 
it was Jim Hogg who was primarily responsible for building the strong legal 
foundations for the great corporate age in the Southwest. He deserves the niche 
Robert Cotner has given him in the Texas hall of fame. 

Marian McKenna, Manhattanville College 





The Austrailian Wheat-Growing Industry, 1788-1948. By Edgars Dunsdorfs. 
Melbourne: Melbourne University Press; New York: Cambridge University 
Press, 1956. Pp. xi, 547. $10.00. 


This large monographic study of wheat raising in Australia was written 
by a former student of Eli Heckscher. Dunsdorfs, once professor of economic 
history at the University of Riga, has taught at the University of Melbourne 
since 1948. His study, which throws intensive light on a central factor in 
Australian economic history, involves the systematic use of quantitative methods, 
particularly correlation analysis, for purposes of historical investigation. By care- 
ful design, he emphasizes statistical materials and methods to check and buttress 
his broad generalizations regarding the growth and significance of the Australian 
wheat industry. His quantitative historical work should be of interest to general 
economic historians, to proponents of quantitative methods in historical study, 
and to specialists in agricultural history or agricultural pelicy. 

The book is divided into two parts, the first describing in detail the growth 
of wheat raising in Australia for 160 years, and the second analyzing the in- 
dustry’s economic trends and problems in recent decades. The historical treat- 
ment, divided into six periods with a chapter on each, emphasizes the technical 
advances, economic forces, and governmental policies which have shaped the 
development of wheat raising. There is close, often quantitative, scrutiny of all 
economic, technical, and political factors affecting the. levels and fluctuations of 
total output, yield per acre, costs of production, prices, and the general economic 
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and social position of the wheat farmers. Among the highlights of this historical 
treatment are the use of convict labor in early wheat farming, the effects of 
government land policy on the size of wheat farms, the alternating gains of 
wool versus wheat and of large versus small farms, the gradual development 
of an export surplus, the migration of the industry to drier interior regions, the 
notable technical developments such as the “stripper” harvester and “stump- 
jump” plow, which led to wheat raising in the Mallee or scrub lands, and the 
gradually successful efforts in recent decades to increase yields through greater 
use of fertilizers, fallowing, and mixed farming. Attention is given to such 
problems as rainfall and fluctuating wheat yields, farm size, share farming, 
mechanization of wheat raising, debt burdens of wheat farmers, and the cultiva- 
tion of marginal wheat land. 

The second half of the book analyzes the major economic forces acting on the 
wheat industry as an integral part of the Australian economy. The treatment 
is highly statistical, and yet is oriented to questions of economic and social policy. 
One chapter analyzes the trends and fluctuations in the area under wheat and in 
yields per acre. Dunsdorfs elaborates the forces responsible for these fluctuations 
and the necessity of increasing and stabilizing wheat yields. He assesses the value 
of manuring and fallowing the land, improving wheat varieties, and introducing 
mixed farming, especially on marginal lands. A chapter is devoted to the 
analysis of the costs of producing wheat, showing how these costs vary with 
yield, with the size of farms, and also with respect to public policies. These 
policy issues have become quite significant, since government-guaranteed 
prices have adverse effects on the costs and efficiency of wheat raising. 
Another chapter sets forth in detail the role of this industry in the Australian 
economy. The importance of wheat is assessed in terms of its net value added, 
its relation to national income, its effect on the distribution of personal income, 
its place in foreign trade, and its claim to government subsidies. This analysis 
balances the contribution of the wheat industry against the costs to the govern- 
ment and to consumers of saving the industry from disaster. The last chapter, 
and one of the most interesting, depicts the effect of wheat growing on the 
character and density of the rural population. The long-run trend is toward the 
depopulation of wheat-growing areas; mechanization and other technical ad- 
vances, involving greater use of seasonal labor, and financial difficulties have 
produced an exodus from the wheat regions. 

As the title suggests, Dunsdorfs’ study is focused on Australian wheat growing 
as an industry. Off-the-farm factors, such as marketing arrangements and govern- 
ment policy, enter the study only in so far as they directly affect the wheat 
farmers themselves. Consequently, there is only limited discussion of the domestic 
grain trade, flour milling, the export market for wheat, and ocean shipment. 
Little is said about local grain facilities, such as warehouses, about local financial 
institutions, or about the growth of towns, port facilities, and railroad networks, 
except as these factors directly concern the producers. In this respect the study 
differs somewhat from standard works on other wheat-growing areas, such as 
Canada and the United States, which typically deal not only with the production 
but also the marketing, transport, storage, and export of wheat. Further analysis 
of these aspects would have enlarged the size and scope of this study, but also 
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its value and comparability. The study, however, is fairly exhaustive in treating 
the immediate, on-the-farm factors affecting wheat raising, with perhaps one 
exception: very little is said about the labor supply required for wheat farming. 
Although Dunsdorfs mentions the growth of seasonal and migratory labor in 
conjunction with the increased mechanization of wheat raising, he states that 
quantitative data on this subject are scanty. 

Dunsdorfs’ effort to employ statistical methods and materials is persistent and 
is, on the whole, effective and very commendable. He conscientiously attempts to 
test popular beliefs or his own hypotheses regarding wheat prices, acreage, output, 
yields, and costs and their interrelations. His quantitative methods and the 
availability of statistics inevitably affect the issues he chooses to examine. As a 
trained economic historian, however, he does not stop here, for he asks many 
qualitative or interpretive questions and is greatly interested in policy issues. 
He seeks to determine the social as well as economic position of wheat producers, 
and to trace the institutional and legislative changes that have affected their 
position in society. He is interested in the good and bad effect of government 
price fixing, the failings and possibilities of agricultural co-operatives, and the 
social value of rural life. He thus achieves a worthwhile blending of quantitative 
and qualitative methods, and his comprehensive analysis deserves a leading 
place among the major works on the wheat industry of different countries. 
Specialists in this field will note, for instance, the close parallels between 
Australian and the dry-farming wheat regions of the American West as regards 
mechanization, yields, size of farms, seasonal labor, depopulation of wheat 
areas, and the crucial influence of government policy. 

Forest G. Hitt, University of Buffalo 





Henry Edward Armstrong. 1848-1937. The Doyen of British Chemists and 
Pioneer of Technical Education. By J. Vargas Eyre. Toronto: Butterworth and 
Company (Canada) Ltd., 1959. Pp. xix, 325. $6.00. 


Henry Armstrong’s long life began when science played essentially no part 
in economic affairs. By the time he died, science had made a major impact on 
Western industry. Armstrong, as a chemistry professor in London, recognized 
how much science had to offer toward the improvement of industrial pro- 
ductivity, yet saw himself continually frustrated in his efforts to develop a 
chemical engineering curriculum and attract students into it. 

Armstrong was a dynamic figure who dominated whatever situation he en- 
countered. As a chemist, he made several significant, though by no means major, 
contributions to his field. At the same time, he was a frequent challenger of 
popular viewpoints, forcing proponents to carry on new researches to clarify their 
theories. Although his point of view was sometimes wrong, his challenges had 
an invigorating influence on his science. In the educational field too, he frequently 
found himself taking an unpopular position and, although the author never 
says so, one suspects that Armstrong’s school was closed in 1911 because the 
trustees were tired of dealing with a gadfly. 

Armstrong became a student of Edward Frankland at the Royal College 
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of Chemistry just when British chemistry was entering a decline with the return 
of A. W. Hofmann to Germany. With Frankland’s encouragement, Armstrong 
sought his doctorate under Kolbe at Leipzig. There was little demand for his 
services upon his return to England. It was only in 1880, with the opening of the 
Finsbury Technical College of the City and Guilds of Londan Institute, that he 
found suitable employment. A few years later he was transferred to the Central 
Technical College of the same Institute, remaining there until his retirement 
with the closing of the college in 1911. His chemistry curriculum failed to 
attract more than a handful of students over the years, but from this handful 
we glean the names of a significant number of the leading English chemists of 
the next generation, names like William J. Pope, F. S. Kipping, E. F. Armstrong, 
T. M. Lowry, A. Lapworth, and E. H. Starling. Armstrong’s main activities 
were connected with the teaching of elementary chemistry to the numerous 
physics (electrical) majors—students who failed to see any significance in 
chemistry! 

In examining the content of Armstrong’s curriculum, one recognizes the 
attitudes which did so much to defeat his efforts. He insisted upon the under- 
standing of broad fundamentals. Students and supervisors wanted specific 
directions for carrying out industrial operations, with no theoretical frills! 
Armstrong emphasized learning by doing, an approach used not only in the 
classroom, but in the upbringing of his own children. (The tale of the drown- 
ing monkey—as a scheme for understanding deasity—is a delightful illustration 
of his approach, pp. 275-80.) It was only after his retirement that others began 
to recognize the merit of the curriculum he sought to establish. 

Along with heavy teaching duties, Armstrong kept a research program 
going, making contributions to the understanding of camphor, the naphthalenes, 
sugars, and enzymes. His vigorous criticism of the early theory of ionization led 
to researches in several laboratories which had the effect of clarifying solution 
theory. He held opinions on such diverse subjects as foods and storage batteries, 
the nature of color and the significance of “advitants” (his name for vitamins), 
the non-elemental nature of radium and the role of chemistry in steelmaking. 

The book begins with a very fine survey of the state of English industry, 
science, and education at the time of Armstrong’s birth. There follow three parts 
dealing with his youth, teaching years, and retirement. The scientific activities 
have been rather wisely regulated to a separate section since they deal with 
researches that only chemists will truly understand. The book ends with a 
complete bibliography of Armstrong’s publications. Unfortunately, the volume 
lacks an index. 

The author, a onetime student of Armstrong, has not completely succeeded 
in revealing the dynamic personality of his subject, but he has through this 
biography succeeded in revealing the unreadiness of the English industrialist for 
the impact that science could make upon his productive efforts. Armstrong rec- 
ognized the potentialities but his public did not. Therein lay the futility of his 
efforts. 

Aaron Inve, University of Wisconsin 
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An Economic History of the United States. By Gilbert C. Fite and Jim E. Reese. 
Boston: Houghton Mifflin Company, 1959. Pp. xi, 714. $6.75. 


Text-books in the economic history of the United States have normally been 
written by economists or historians; seldom by economists and historians as 
collaborators. However, within the past few years members of both disciplines, 
with the encouragement of their publishers, have been relegating their presumed 
biases of superiority of knowledge and methodology into the background, and 
have gotten down to the serious business of writing texts that would be 
acceptable to both historians and economists. Apparently the joint-work of 
Soule and Carosso a few years ago was a promising enough start to encourage 
other authors to follow suit. Gilbert C. Fite and Jim E. Reese are among the 
latest team of historian and economist to pool their resources. 

Fite, an agricultural historian, and Reese, the author of a successful text- 
book in economics, have written An Economic History of the United States that 
should appeal to the lower division college student. The volume challenges few, 
if any, major interpretations; however, the organization is logical and easy to 
follow. The allocation of space between the pre- and post Civil War periods is 
judicious; the style is clear and readable. Unlike some economic historians, the 
authors treat their subject matter within a social and political framework, and 
devote a fairer share of the volume to agricultural developments. A liberal 
supply of charts, tables, and illustrations, an excellent bibliography and a good 
index enhance its value. 

TueEopore SaLoutos, University of California at Los Angeles 


The Strutts and the Arkwrights, 1758-1830. By R. S. Fitton and A. P. Wads- 
worth. Manchester: Manchester University Press, 1958. Pp. xi, 361. 35s. 


Britain’s cotton industry used to attract economic historians’ attention, but it 
has been rather neglected of late. No major work on the subject has appeared for 
over a quarter of a century. This book now revives our interest and is the more 
notable in that Mr. Wadsworth, who had an unrivalled knowledge of the 
earlier history of the industry, collaborated in part of the research and writing 
during his last years. It is based largely on the Strutts’ early business records 
and family correspondence, and upon an eye-wearying search through the faded 
files of the Derby Mercury. 

The life of Jedediah Strutt follows a now-familiar pattern. He grew up in 
quite humble circumstances with a Nonconformist background. He served 
his time as a wheelwright, showed signs of ingenuity and powers of application, 
and, later, after he had joined forces with his brother-in-law and they had 
patented a device for making ribbed hosiery on the stocking frame, they went 
into the hosiery business with the financial support of two of the largest Derby , 
merchants in the trade. In 1762 they found a new backer in Samuel Need of 
Nottingham and it was through him that Strutt came to be associated with 
Arkwright. The fresh evidence here printed still leaves the precise relationship 
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between Arkwright, Strutt and Need obscure; but the family correspondence 
which forms the core of the book, does tell us a great deal about Strutt as a 
person. He was profoundly introspective, apparently not at all the aggressive 
man of action. Indeed, in view of these letters, his success in business seems 
rather remarkable. One wonders to what extent the real drive in the firm may 
have come from his business associates and, in particular, from his sons who, 
although well-known for their cultural interests and friendship with radicals, are 
not usually remembered as business men. Unfortunately, this book does little 
more than perpetuate the old image of them. 

Another weakness is that we do not learn much about Arkwright beyond 
what is to be found already in Wadsworth and Mann. As the authors are 
obliged to confess, “he remains one of the biographical enigmas of the eighteenth 
century.” Yet he is so much at the heart of the story that until we know more 
about his activities, we shall not know much more about the industry at this 
crucial “take-off” period. The authors have, however, made the most of what 
was already known and have been able to add a little to this slender body of 
knowledge. They emphasize Arkwright’s technical ingenuity (and a con- 
temporary account of his life at Bolton among the Strutt papers is enlightening 
on this point) and his appreciation of how to get the best out of his isolated 
labor force by presents and prizes and feasts. This is undoubtedly the book 
that those who wish to know the little that is known about Arkwright should 
consult first of all. 

Uneven sources cannot but lead to an uneven book. The authors may copy 
letter after letter telling us about the Strutts’ private lives (a great quarry for the 
social historian—at times too great) but they tell us very little about what the 
Strutts’ mills produced or about the machinery they used. Nor do they shed 
any light on whether it was the cost-reducing effect of new machinery and im- 
proved organization which made the greater contribution to the spectacular 
growth of the cotton industry at this time or the growing market and superior 
salesmanship. How much was due to smart operators like Arkwright and 
ingenious, careful, and fortunate manufacturers like Strutt, and how much to 
“born hustlers” like Samuel Salt and other wealthy merchants like Samuel Need? 
Perhaps the authors’ failure to discover very much helpful economic evidence 
from these two important manufacturing firms may encourage others to try 
another line of investigation and look at the great merchants. This book does, 
however, make good use of the material at hand and it is salutary to be reminded 
of the economic importance at that time of the Derwent valley and of Derbyshire 
generally. 

T. C. Barxer, London School of Economics and Political Science 


Economic Development: Principles, Problems and Policies. By Benjamin Higgins. 
New York: W. W. Norton & Co., Inc., 1959. Pp. xviii, 903, $7.50. 


Economists have shown increased interest in growth and development in the 
years since the second World War. In their effort to understand the development 
process, as it is now taking place, they have been concerning themselves with 
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analysis of the kind of change that has long been the province of economic 
historians. 

The new texts in development, which collate, summarize, and simplify the 
emerging tools and concepts used by these analysts are of aid to the economic 
historian in providing insights for the reframing of research questions and in 
relating historical development to issues that are of critical importance in the 
contemporary world. The text under review has real value for both these purposes. 

This volume includes two introductory chapters, one devoted to definition of 
development and of underdevelopment and a second with six case illustrations of 
countries regarded today as underdeveloped. There is a section of six chapters on 
theories of development; also a two chapter section on history. A section of seven 
chapters is devoted to theories of underdevelopment. The volume concludes with 
a thirteen chapter section of policies for development. 

In formulating definitions Higgins accommodates himself to the wide usage 
in defining underdevelopment in terms of real per capita income: specifically, a 
nation is underdeveloped if per capita income is less than one fourth that in the 
United States. He injects economic analysis in arriving at four sub-classifications 
of underdevelopment which take cognizance of potential development as follows: 
1. real income low, development promising but uneven; 2. real income low and 
rising only slowly; 3. real income low, not rising, with known resources; and 
4. real income low, not rising, no known resources. 

The measure of development that is adopted follows logically. Development 
occurs if there is increase in per capital real income. Higgins lays a foundation 
for accepting Schumpeter’s view that development is qualitative. I find the em- 
phasis on per capita real income more helpful than, for example, the 
focus on total income in the text by Meier and Baldwin. 

Readers of this Journal will find the section on theories of development highly 
suggestive. Higgins has endeavored to abstract from the Classical School, 
Marx, Schumpeter, Harrod, and Hansen both the common and the unique 
contributions to analysis of the growth process. In order to put the contributions 
of these different men into some common denominators Higgins has occasionally 
found it necessary to re-cast a man’s phrasing. But the result is of great value. 
When the schools and writers are arrayed by Higgins in this manner some 
pertinent similarities and differences become quite clear. The similarities and 
differences are aptly pointed up by Higgins’ facility in presenting each proposi- 
tion as an equation. 

In discussing of the classical model, a starting point is the relative availability of 
land, labor, and capital in Europe around 1800 which provided a concrete basis 
for the classical premise that any increase in output was limited by capital 
available for investment. Capital absorbing technical improvements were as- 
sumed to be floating about, which may have appeared to be the case in 1800. 
Yet in the classical version capital investment was contingent on a high return 
which was contingent on innovations outstripping the increase in population, thus 
calling for entrepreneurship, neglected by the classical writers. The work of 
Malthus is cited particularly for his distinction between increasing returns in 
manufacturing, as opposed to the decreasing returns in agriculture. His careful 
analysis of the influence of land tenure institutions is cited, especially for 
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his showing how these impeded investment in land improvement and thus 
accentuated the scarcity of land and altered income distribution. 

In characterizing useful contributions from the analysis developed by Marx, 
Higgins points particularly to the attention given to technical progress and to the 
role of the entrepreneur in innovation, to capital accumulation, and to the jerky 
nature of growth under capitalism which is itself destabilizing and can continue 
only while there is a suitable balance between investment and consumption, sav- 
ings and investment, and the like. A major limitation in the usability of Marx’s 
contribution in analysis of contemporary development problems stems from his 
exclusion of population pressure as a poverty-causing factor, a treatment related 
to his attributing poverty wholly to capitalist exploitation. 

In discussing the contribution of Schumpeter, Higgins features his characteri- 
zation of autonomous investment brought on by a supply of enterpreneurs which 
depends on both the rate of profits and the social climate. This concept of the 
role of social climate troubles Higgins since the proposition cannot be readily 
formulated into a refutable hypothesis. Higgins also develops, rather fully, 
Schumpeter’s treatment of induced investment and his explanation of the 
destabilizing effect of innovation. 

These summary sketches of Higgins’ characterization of development in the 
Classical, Marxian, and Schumpeterian systems can not suggest either the rigor 
or the grace of his presentation. In his comments on these writers, as also in his 
comments on Harrod and Hansen, he abstracts the uniform and contradictory 
elements pertinent to analysis of development. 

Two chapters, as has been noted, are devoted to Lessons of History. The 
historical content and historical examples get shorter shrift than in such older 
volumes as those by Buchanan and Ellis or Williamson and Buttrick. Further, in 
one of these two historical chapters, Higgins directs attention only to general 
theories arising from the study of history. In this chapter he deftly passes over 
Weber and Sombart; gives a more adequate and understanding rendition of 
Walter Rostow’s analysis, with its breakdown into three stages: pre-industrial, 
take-off, and subsequent sustained progress. On the cumulation of forces making 
for the take-off, Higgins cites Rostow’s emphasis on increase in proportion 
of net investments to national income “from (say) 5 per cent to over 10 per cent, 
definitely outstripping the likely population pressure:” also the emergence of an 
institutional framework that “exploits the impulses to expansion in the modern 
sector . . . and gives to growth an on-going character.” 

The chapter on economic history proper is devoted to a comparison of what 
did happen, during rapid growth of the countries that are now developed, with 
what may happen in the countries now developing. The economic historian will 
not find many ready-made explorations in the application of development theory 
to history. Alas, Higgins has not poached. The value of the book for readers of 
this Journal lies rather in its clear formulation of development theory which can 
provide us with insights, questions, or hypotheses with which to work. 

The last two parts of the book will be those of chief interest to analysts and 
administrators of economic development. Six chapters summarize significant 
theories of underdevelopment, relating these to recent history in underdeveloped 
economies, and in a seventh Higgins provides a synthesis. 
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“Traditional marginal analysis,” Higgins concludes in this synthesis, “can be 
very misleading for underdeveloped [economies ].” He urges inclusion of popula- 
tion growth and technological progress as integral elements in the analytic frame- 
work. When underdeveloped economies undergo the structural changes related 
to development, he adds, pertinent functions may prove discontinuous. 

Policies for development are explored, analyzed, and assessed in the con- 
cluding thirteen chapters within the framework of a development theory which 
takes account of such critical variables as population, technology, social structure, 
and motivation. Higgins concludes with “a plea to our fellow scientists” that 
they “give thought to the problems of development and to revisions in their 
scope, method and training required to permit at least some of them to give the 
economists the help which they so badly need in this important field.” 

This volume by Higgins may contribute significantly to improving communica- 
tion between economists and historians. 

Tueropore F, Marsurc, Marquette University 





Bankers and Pashas: International Finance and Economic Imperialism in Egypt. 
By David S. Landes. London: Heinemann; Cambridge, Mass.: Harvard, 1958. 
Pp. xvi, 354. $6.00. 


Mr. Landes’s book is a remarkable work on at least tour counts. It is based on 
the correspondence, unearthed from the vaults of the Bank of France, between 
Edouard Dervieu, a French steamship executive who rose to become the banker 
of Ismail Pasha in Egypt, and Alfred André, a prominent international banker 
in Paris. This correspondence is in itself of quite extraordinary interest. But as an 
overture to his story the author has also written an admirable sketch of the 
structure of European high finance around the middle of the nineteenth century. 
To accompany the unfolding of Dervieu’s career in Egypt, he presents an out- 
line of nineteenth-century Egyptian economic history which is a brilliant con- 
tribution to an underdeveloped field. Finally, it is a most eloquent book, written 
with unusual verve; few historians have managed so well to animate a con- 
sidered and scholarly account of economic affairs and to infuse into it a sense 
of drama and of the complexity of human action. 

The history of banking, and of «rr dit in general, is probably a fair index of 
economic integration, if that ambiguous term is taken to denote the firmness of 
economic ties and the basis for trust. Without confidence, no credit, and histori- 
cally a remarkable fact about the market for credit is how rare that confidence 
has been. The power of princes and governments, the loyalty of kin, and the 
merchandise of tradesmen were the sureties which first allayed the suspicions 
of lenders, but the intangibles of “soundness” and “creditworthiness” have al- 
ways continued to account for the quintessential peculiarities of the credit market, 
with its rationing and fringe of unsatisfied borrowers and its erratic excesses 
and panics. It is a market unlike any other market, more difficult to write about 
and understand. 

In a broad sense, however, Mr. Landes’s book is concerned precisely with two 
facets of the history of credit in the nineteenth century: the “financial revolution” 
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in European banking, with its widening of the basis for debt, and the abuses 
and misplaced confidence which accompanied that transition and resulted in 
ill-fated European loans to the rulers of underdeveloped countries, among them 
Egypt. 

By the middle of the nineteenth century, merchant banking in Europe had long 
since evolved a tradition for operations in foreign exchange and commercial 
credit. The national debts, swelled by the Napoleonic wars, and the coming of 
industrialism raised the demand for credit on longer terms. The rise of organized 
capital markets created new functions for financial intermediaries capable of 
underwriting and floating issues to an investing and speculating public. To 
these challenges and opportunities, merchant banking responded—enthusiastically 
in creating an international market for government securities, at first more re- 
luctantly when the need was for capital in industry or transportation. The de- 
mand was for longer commitments of large sums; on the supply side small 
savers and investors constituted a growing source of fractional and loosely com- 
mitted capital. The finance company of the Crédit Mobilier type was a natural 
response to this situation—though, as Landes shows, it did not even in the 
beginning clash so violently with the older banks as has often been suggested. 
The great houses of merchant bankers continued to play an important part, 
particularly in the evolution of that network of international finance through 
which European capital exports and European influence were disseminated. 

They formed a complex network, solidified by bonds of family, religion, or 
nationality. On all this we have a fair number of monographs—about families 
like the Barings and Rothschilds, about the money markets of Frankfurt, Berlin, 
Paris, etc.—but Landes’s survey of the technics, ethnics and ethics of European 
merchant banking is a unique analysis of this structure. It is rich in personalia 
(and has a valuable bibliography), it is clear in analysis, and it captures the 
nervous mood of the world of high finance—the nearly instinctive prudence and 
reticence, the intangibles of trust and integrity which meant respectability and 
credit. 

As a prelude to his major theme, this part of the book may be long—almost 
a fifth of the book—but inevitably and regrettably it is sketchy. English condi- 
tions, for instance, are passed over quite lightly. The subject deserves a separate 
volume, and Mr. Landes would do it so well that one must hope that he returns 
to it. 

And now to Dervieu. It was in 1860 that he established the banking house of 
Edouard Dervieu et Cie in Alexandria, and Egypt was already well within the 
sphere of European economic interest. The Napoleonic invasion had been the 
great turning point. Mohammed Ali’s attempt at the great leap was all over, 
but his ambitious and aggressive poicy of modernization had left considerable 
achievements in irrigation and transport. In industry less had been done, and 
the fellahin on whom the cotton culture rested were squeezed between tax farm- 
ers and draft officials in Ali’s self-defeating effort to make the most of the 
new Jumel fibre which had secured a position in European markets as soon as 
it was introduced in the 1820's. Since then, the regimentation of agriculture had 
been relaxed and pecuniary incentives to the cultivator had worked their magic. 
And once again the route from Europe to India ran across the Near East, along 
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the canals and railroads that linked Suez and Alexandria. De Lesseps had his 
concession and his company, and the construction of the Suez canal began the 
same year that Dervieu set out as a banker. 

Two things were yet to come: the cotton famine and the explosion of Egyptian 
debt. Together they shaped the short and unhappy life of Dervieu et Cie. They 
unfolded with dizzying speed. Cotton prices began to rise in 1861 and jumped 
spectacularly in 1862. At the height of the boom, they had tripled; Egyptian out- 
put and exports had roughly doubled in tonnage. But the rising cotton revenues 
and tax receipts of Viceroy and government were swallowed up in a strangely 
mounting tide of spending. By 1864, when state revenue reached a peak, it had 
increased three times since 1860, but expenditures had increased more than five 
times. No matter what the revenue, expenditures, then as later, were twice as 
high. 

In the meantime Said had died, in 1863, reportedly grieved at the financial ruin 
he had wrought; he had been succeeded by Ismail, the “architect of Egyptian 
bankruptcy,” under whom the Egyptian national debt was to multiply by close 
to thirty times in thirteen years. Dervieu was linked to court circles by marriage 
and was on friendly terms with Ismail, who soon flattered him by asking him to 
enlarge his capital in order to “undertake all the affairs that the desire of His 
Highness to develop the agriculture, commerce, and industry of Egypt will give 
rise to.” And the projects of His Highness were stupendous: irrigation, 
agricultural machinery, canals, railroads, army and navy, Egypt an African empire 
and Cairo a Paris-on-the-Nile with opera and theatres, boulevards and railroad 
stations, government palaces and a stock exchange—whatever the Viceroy 
lacked, it was not vision or ambition. 

Like the court in Cairo, the business world in Alexandria was throbbing with 
plans and ideas. The refuge of a motley crowd of Europeans and Levantines, 
Alexandria offered to Westerners the privileges of the Ottoman capitulations, 
ancient rights of extraterritoriality that in Egypt were flagrantly and systematically 
abused. The only law for foreigners was that of their consulates, and with 
Western power behind it, this law was applied in dealings between foreigners and 
the Egyptian government as well. There was open season on the Egyptian 
treasury. No claims for indemnities or damages were too fraudulous or fantastic 
to be supported by the consulates. Landes cites the apocryphal but telling ancedote 
about the Viceroy entertaining a European visitor and ordering a servant to close 
the window with the words: “If this gentleman catches cold, it will cost me 
£ 10,000.” 

In this world Dervieu had arrived; he was at the peak of his career, a leader 
of the French colony, a bearer of the Legion of Honor and of a near-legendary 
reputation. For about two years he was feverishly active in ventures all of which 
served to suck European capital into this whirlpool. Companies were formed 
and floated on European markets. The Viceroy’s personal notes and bills were 
disposed of by Dervieu to European investors, with the help of intermediaries 
like André’s firm, Marcuard, André et Cie. Enormous overdrafts were extended 
to Ismail on current account by Dervieu and other bankers, who in turn had 
to cover with their own paper or drafts on European creditors. Finally, there 
were the public loans, at first resisted but later eagerly sought by Ismail, en- 
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thusiastically promoted by his Alexandria bankers to whom they brought com- 
missions and the hope of easing their own position. 

The ebullience of Alexandria did not stir André; indeed it offended his prin- 
ciples of good and prudent banking. “From his office in Paris, he saw the distant 
gyrations of Egyptian commerce, the gay dance of paper prosperity, with the 
jaundiced eye of a defender of the faith confronted with the distasteful twitch- 
ings of some heretical sect of shakers.” He tried to warn his friend and client 
against “the dangerous traditions of the Levant,” and the “tendency of all gov- 
ernments, in Egypt as in France, ... to take over for their own profit the 
credit of the houses or establishments around them.” It was in vain. In the fall 
of 1864, when the cotton market broke under rumors of peace and the Euro- 
pean bill market collapsed, Dervieu was caught exceedingly short, with Ismail’s 
notes as his only assets. André refused to accommodate him or to help him 
float the state loan for which Ismail was pining; so did the other houses in 
Paris and London. He managed to escape bankruptcy, but his usefulness to 
Ismail was gone, and he fell from grace. Abortive attempts to restore his posi- 
tion by venturing into public works and company promotions again left him 
stranded with uncollectable fortunes owed him by the Viceroy, and the panic 
of 1866 spelled the definitive end. Along with a host of other merchants and 
bankers he was swept off the Egyptian scene and retired to France, but not 
empty-handed. In a last and characteristic transaction the Egyptian government 
paid him a few million francs in return for giving up concessions for public 
works awarded to a company he had failed to create. 

Ismail, of course, was not to lack for lenders; for ten more years the blatant 
forays on his treasury continued. His own improvidence did not abate, and the 
manipulations of the floating debt became increasingly profitable until the final 
disaster: the Debt commissions, the Anglo-French Dual Control, the interna- 
tionalization of the railroads and the port of Alexandria, the confiscation of his 
personal estates and his departure from Egypt in 1879. 

There is a touch of crude and hilarious farce about Egyptian finances in this 
period. The knavery, conceit and venality of the Westerners is so staggering, 
and the Viceroy’s conduct of his affairs and the pyramiding of his debt so fantastic 
that one feels removed from the world of financial realities. The central ques- 
tion must be how it was possible. How, for instance, could the European bank- 
ing community, whose inbred caution and skeptical restraint Mr. Landes so 
lovingly describes, become involved in such a comedy of credit? 

To be sure, there were the prospects in cotton—Dervieu speaks of irrigation, 
steam pumps and power gins, of railways and harbors with some of the fervor 
of the dreamy promoters in Zola’s L’argent. But was there no thought that the 
Civil War might come to an end? Was there no dispassionate scrutiny of 
Egypt’s economic position? The answer seems to be no. The veil of credit ob- 
scured the difference between a royal signature and the ability to pay. More- 
over, the Viceroy was an excellent debtor; he met at least most of his obligations 
punctually out of newer and bigger loans, and if he was a bad risk he paid 
dearly for it. As long as there was confidence in Egyptian finances, there was of 
course no reason why Egypt should not have a floating debt. But the circles 
that shared this confidence were not unlimited, and the end of the pyramiding 
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was therefore inevitable. But this is to discuss Egyptian state finance in terms 
appropriate to a Guards officer living beyond his means. This may not be en- 
tirely out of place, but Mr. Landes’s account makes it clear that there was 
more to it. 

There was of course weak and inefficient government. But cupidity was not 
its failing. The flaws that marred Ismail’s reign, one feels, are likely to beset 
statesmanship wherever governments smart under the stigma of backwardness. 
His yearning for equality and Western recognition was passionate—one of its 
more pathetic expressions was his infatuation with the Paris Bourse and his 
desire for a stock exchange in Cairo—but the chasm between his dreams of 
glory and contemporary realities was far too wide to be bridged. His conscien- 
tious and punctilious paper work was no substitute for realism. From the 
obstacles of the present he escaped into an illusionism in which, as an Oriental 
despot, he could at least temporarily indulge. It is, one fears, the syndrome of 
the schizophrenia of backwardness. 

But what of his creditors? Clearly the debt was not wholly an Egyptian in- 
dulgence, for all the sumptuous extravaganzas and the grandiose but premature 
development projects. It was also an essential instrument in the systematic 
spoliation of Egypt which ranged all the way from the innumerable petty raids 
on the treasury to the diplomatic machinations by which the burden of the Suez 
canal construction was shifted onto Egypt, an episode to which Landes devotes 
a valuable digression. As André put it: “If Egypt were not governed by the 
shrewdest of sovereigns, one might think it in the hands of the most simple- 
minded, for really, when in future centuries people add up everything that the 
famous canal and its instigators will have been able to squeeze out of their posi- 
tion in the land of the Pharaohs, when they throw in for the record the vexa- 
tions, the recriminations, the lawsuits, the struggles for influence, etc. with which 
it is fitting to pepper the sauce so as to bring out the merits of this ragout, they 
will pretty well have to admit that never has been seen, or will be seen, anything 
comparable.” 

In no small measure, Dervieu and other Europeans in Egypt, such as the more 
successful Oppenheims, share the responsibility for the debt. To encourage the 
Viceroy to spend and to borrow, to steer him to the right banking groups was 
their business. Dervieu was not a banker of André’s school, but an opportunist 
whose ambition it was to amass a personal fortune and get out of Egypt. On 
numerous counts, as Landes brings out, their correspondence testifies to the clash 
between his promoter’s philosophy and André’s principles, his eye for the quick 
gain and André’s concern with the long view. 

Yet this was not all, for Dervieu also sincerely believed, in spite of his 
exorbitant terms and demands, that he was of real service to Ismail and to 
Egypt. He was a naive, reasonably honest man, but in his sense of righteousness 
he was not alone. Landes is struck with the “real moral indignation of the most 
patent scoundrels in the face of Egypt’s efforts to protect herself against spolia- 
tion.” It flowed from what he calls the double standard of imperialism—the 
insidious economic imperialism which in Egypt was the product of vast dis- 
parities in power and wealth. Without the moral blindness and arrogant con- 
descension of Westerners in Egypt, the tragicomedy of the Egyptian financial 
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debacle cannot be understood; nor, for that matter, the resentment that still 
smolders in Cairo. 

Dervieu’s correspondence with his banker throws first-hand light on part of 
this episode, but it is Landes extensive use of the consular reports, the diplomatic 
archives and the vast literature that elicits their full significance. And it is his 
perceptive analysis of the forces at work in Egypt that points up the serious im- 
plications of this early encounter between East and West. 

It is, as the author says, a good story, and he has told it with such elegance 
and ease that the literary merits of his book deserve more than passing tribute. 
The language is simple and forceful with no trace of tired jargon, and there is 
a rare freshness and pace even in the unraveling of complex knots. Mr. Landes 
does not shrink from vivid writing, and in less talented hands his flights into 
impressionistic reporting and psychological analysis might easily have been offen- 
sive, but his flamboyance is tempered by sure taste and judgment. To write 
history respectably may, as Macaulay said, be quite easy, but it is unusual to find 
a contribution to economic history which has the animation, vigor and sustained 


brilliance of this book. 





Goran Ounuin, Columbia University 


Timber: Its Development and Distribution, A Historical Survey. By Bryan 
Latham. London: George G. Harrap & Co., Ltd., 1957. Pp. 303. 25 s. 


This book has the strengths and weaknesses usual in one “written by someone 
who knows the trade from the inside” and whose ancestors have been in the 
business “for two hundred years past” but who has had no special historical 
training. As the cover jacket remarks, it “will be especially appreciated by the 
many people in the trade who are curious about its history” but it will not, as 
the publisher claims, be “indispensable to students—to all seekers after accurate 
information.” 

The scholar’s need for knowledge about the timber trade will scarcely be met 
by an “interesting and not uneventful journey” of sixty-two pages “from the 
days of Pharaoh’s carpenters and the royal timber merchant Hiram, King of 
Tyre, to the present day.” Similarly, the last ten chapters averaging twenty pages 
each necessarily leave many questions unanswered as they range from the tim- 
ber trade in the Baltic, the United States and Canada, to the supply and use of 
mahogany, teak and oak, and the activities of the sawmiller and carpenter and 
their handiwork as it appears in timber houses and wooden ships. Scholars will 
worry about the volume’s accuracy when they find statements that “timber was 
literally the only building material available in the early days of our island his- 
tory . . . that this state of affairs lasted right down to the Great Fire of London 
in the cities and towns, and even longer in the countryside,” and that as early 
as 1722 the British Parliament passed an Act concerning “the King’s woods in 
the colony of Canada” (pp. 240, 131-32—italics added). 

Yet researchers can benefit from the discussion of topics where the author’s ex- 
pert knowledge carries conviction, such as his explanation of the basic units of 
timber measurement (pp. 20-21), and his discussion of the variety of timber 
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and the methods of handling the different types from the mid-nineteenth century 
onwards (pp. 52-85). They will appreciate the sixty-nine illustrations the book 
provides and the economic data collected from other sources which include 
mention of surveys of some of the Royal forests in 1608, 1620, 1707 and 1772- 
1790 (pp. 40, 198), the quantity of timber required for ships of the line in 1707 
and for the “Royal George” in 1746-56 (pp. 40, 279-80), the number of vessels 
in the Royal Navy in 1588 and 1793-1802 (pp. 270, 283), reports as to the 
relative quality of British, Baltic, American and Rhineland oak (pp. 200-5), 
the variety of timber exported from Danzig in 1860 (pp. 88-89), the quantity 
of mahogany England imported in the early eighteenth century (pp. 158-59), 
statistics of British imports of colonial and Baltic timber during the period 
1788-1833 (pp. 48-49) and of softwoods, hardwoods and plywood in 1938 and 
1955 (pp. 71-75), and miscellaneous price quotations ranging from the Middle 
Ages to the nineteen-thirties (pp. 28-30, 50-65, 198-205, 268). Yet when they seek 
to check such leads they will regret the volume’s lack of footnotes, and the in- 
clusion in its sixty-two-title bibliography of such general references as the Pro- 
ceedings of the Roval Society and the British Columbia Lumber and Shingle 
Manufacturers’ Association publications. 

Lawrence A. Harper, University of California, Berkeley 





Wages and Economic Control in Norway, 1945-1957. By Mark W. Leiserson. 
Cambridge, Mass.: Harvard University Press, 1959. Pp. xiv, 174. $4.50. 


This is a timely study in view of our current concern with price stability and 
full employment. Post-war Norway is seen as a social experiment in which cen- 
tralized guidance of the economy has to rely on private economic institutions, 
among them the unions. Norway’s experience serves as the basis for an analysis 
of price-wage structure in a new socio-economic setting. 

Leiserson shows that during the last decade inflation in Norway was kept 
down so as to permit an international balance and a rapid accumulation of 
capital. In great measure, this was made possible by keeping the wage income 
down, and preventing industrial strife. What was, then, the status of trade 
unions during that period? The author claims that the Norwegian Federation of 
Trade Unions retained its traditional autonomous position. He supports this by 
showing that the Federation used its bargaining powers to uphold the workers’ 
welfare. But he underplays the political functions of the trade unions. After all, 
the Labor Party has been drawing its main support from the workers, and the 
trade unions have been concerned with a broader notion of general welfare. 
The autonomy and freedom of bargaining of the unions have thus acquired a 
new meaning. 

Rather than proving that Norwegian trade unionism retained traditional func- 
tions, the study suggests to the present reviewer that unionism has been modified 
in a manner which under specific conditions makes it superior to other known 
alternatives. Norwegian unionism, as the author points out, aims to protect the 
real well-being of the workers. To achieve this goal, price stability, full em- 
ployment, and accumulation of capital required coordination of economic. units 
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not only through the market, but also through collective negotiations. The 
Federation of Trade Unions recognized the impact of its activity on the econ- 
omy as a whole, and the attainment of social “consensus” with trade unions as 
a partner became the basis for an effective economic policy. The achievement of 
a democratic consensus meant an important modification of the traditional atti- 
tude and the status of the unions. 

The book is primarily an analysis of the status of labor in the economy of 
post-war Norway. The author is cautious in extending the implications of this 
specific “social experiment” to the world at large. Yet, the reader concerned 
with the role of unionism in economic stability and growth will find the book 
most rewarding reading. 

Viaprmir N. Banpera, University of California, Berkeley 


The South Wales Coal Industry 1841-1875. By J. H. Morris and L. J. Williams. 
Cardiff: University of Wales Press, :y58. Pp. xii, 280, 25s. 


The Yorkshire Miners, Volume I. By Frank Machin. Barnsley: National Union 
of Mineworkers, 1958. Pp. xi, 496. 25 s. 


If the nineteenth century was the age of steam, so also was it the age of coal. 
" The development of the steamship, the railway locomotive, and the stationary 
engine all enormously expanded the market for steam coal. Similarly, the grow- 
ing urbanization of British life created large markets for coal for domestic 
heating. The rise of the iron and steel industry and the various non-ferrous 
metal trades created a demand for coal of several varieties. Finally, the de- 
velopment of the tramp steamer extended the overseas market for British coal. 
Because Welsh coals were relatively clean burning and free from smoke, the 
coal industry in South Wales expanded rapidly in the middle of the century. 
For marine and domestic uses, in particular, Welsh coals were markedly su- 
perior to coals from the north of England. 

Morris and Williams have written a comprehensive history of the South 
Wales coal industry during thirty-five years of especially rapid expansion. Out- 
put rose from about four and one-half million tons in 1840 to about sixteen 
and one-half million in 1874. As might be expected, the expansion created a 
wide variety of problems, social as well as technological. An area that had been 
mainly rural was transformed into an industrial region. Agreements had to be 
reached with major landowners, and the labor force was augmented with miners 
recruited from agriculture. The development of these years is integral with Welsh 
economic history of the previous century, recounted in A. H. John’s The Indus- 
trial Development of South Wales. 

Morris and Williams have based their work almost entirely on primary 
sources, mainly local newspapers, reports of commissioners, and the extensive 
manuscript collections of the National Library of Wales at Aberystwyth. Their 
use of secondary sources is, by usual standards, very sparse. It is hard to believe 
that Pollins’ paper on the Swansea Canal in the Journal of Transport History 
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is the only modern journal article relevant to the authors’ research, but they 
cite no other. Works so heavily dependent on primary sources are frequently 
open to the criticism of being inadequately related to the general history of the 
period, but the authors are not, in my opinion, liable to this complaint. The 
work is a competent piece of economic history which deserves a wide audience. 
Through the activity of the University of Wales Press, which also issued John’s 
volume and Addis’ recent study of the Crawshay enterprises, Wales is becom- 
ing one of the most thoroughly covered areas in the literature of economic history. 

Frank Machin’s The Yorkshire Miners was commissioned by the National 
Union of Mineworkers (Yorkshire Area) to celebrate the centenary in 1958 of 
its two principal predecessor bodies in west and south Yorkshire. The present 
volume takes their history through the year 1881, when they were merged. A 
further volume is projected for the later history. 

Both of the unions treated in this book demonstrate most of the symptoms of 
thoroughly unsuccessful trade unionism. Both did fairly well in periods of ris- 
ing price levels, but lost members when prices were falling. They were typically 
unable to prevent cuts in the standard rate in depressed periods, and both 
unions, by the end of the 1870's, were eager to accept sliding scales whereby 
wage rates varied with the price of coal. Both organizations established co- 
operative collieries, but neither was a success. Lock-outs were frequent, and 
strikebreakers were used effectively in several strikes. The South Yorkshire union, 
in particular, was often in dire financial circumstances, and the merger of 
1881 had many aspects of a desperation measure. 

The author of a commissioned work necessarily writes with sympathy for 
his subject, but Machin is generally objective and restrained in his treatment. 
He has no illusions concerning the success of the two unions. His description 
of the conditions of life and labor in the mining areas is orthodox and undis- 
tinguished. The book would have been more valuable had the author sacrificed 
some of the detail of union activity in favor of a discussion of more general 
industrial history, including an evaluation of the competitive position of the 
Yorkshire coal trade in this period. Amplified treatment of the relations of the 
two organizations with other unions would also have been useful, since the 
book is principally valuable for its view of trade unions in the period just 
before the expansion in membership and increase in political strength of 
British unionism in the 1880's. Although the book may prove a useful source 
in this respect, it is unlikely that many readers will seck out so lengthy and 
detailed a history of such unexceptional unions as these. So great was the im- 
portance of the coal industry to British economic life in the nineteenth century, 
however, that additions to the literature on it are very much to be welcomed, 
and the union that authorized this study is to be commended for being con- 
scious enough of its history to bring the book forth. 

Grorce W. Hirton, Stanford University 
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Le navire et léconomie maritime du Moyen-Age au XVIlle siecle principale- 
ment en Méditerranée. By Michel Mollat et al., editors, (Travaux du Deuxiéme 
Colloque International d'histoire maritime tenu, les 17 et 18 mai 1957, a 
l’Académie de Marine.) Paris: S.E.V.P.E.N., 1958. 


For interested persons who missed attending the Second Colloquy on Mari- 
time Economy and History, this report is the next best thing. It prints the ten 
papers that were delivered, and the discussions that followed them. Taken alto- 
gether, this book offers samples of the research currently being conducted in the 
field of Mediterranean maritime history in France, Italy, and elsewhere on the 
Continent. Four of the papers, aggregating over half the book, are in the 
economic historians’ bailiwick. Professor Jorjo Tadic of ‘the University of 
Belgrade gave a brief, penetrating paper on the merchant Heet and trade of 
Ragusa in the sixteenth century, a paper solidly based on extended researches 
in Ragusa’s rich notarial archives, and Tadic followed his paper with a particu- 
larly brilliant performance in the give and take of discussion. Gaston Rambert, 
author and general editor of the recently completed collaborative Histoire du 
Commerce de Marseille (8 vols), delivered a short talk on Marseille’s trade with 
Spanish ports. Maurice Lombard, of the Ecole Pratique des Hautes Etudes, with 
far the longest paper, developed a thesis that Mohammedan sea power in the 
Mediterranean was seriously handicapped from the seventh through the eleventh 
centuries by inadequate forest resources. Ship timber became a major object of 
Mohammedan trade and conquest, he maintains, and in the final analysis the 
forest riches of the Barbarian west and the forest poverty of Mohammedan re- 
gions were major factors in explaining why, during the eleventh century, 
control of the sea and major commercial centers passed from Mohammedan to 
Christian hands. Animated discussion followed Lombard’s presentation of this 
thesis. In a short paper Jacques Heers surveyed the participation of Genoese 
shipping in late medieval traffic. Other papers, some of considerable importance, 
were given by Commandant Teixeira da Motta of Portugal, Ugo Tucci of 
Venice, M. l’Abbé Garnier, and MM. Paul Gille, Francois Russo, and R. P. de 
Dainville, on such subjects as the evolution of ship types and navigation tech- 
niques, and early modern cartography. 

This Colloquy, like its predecessor of the year before, was aimed at bringing 
together the navigator and the historian, in the evident conviction that some 
of the competence of each would rub off as professional virtue on the other, if 
they could just be brought together. The navigators present were fewer in 
number than one might wish, but the few who did appear had a great chance 
to be well-rubbed with virtue, because the roster of historians taking part was 
long and distinguished. Indeed, readers of these papers may be confident that 
after having been brought under critical discussion by MM. Bernard, Braudel, 
Chaunu, Denoix, Godinho, Hubrecht, Lapeyre, La Roerie, Mollat, de Prat, 
Renouard, Reussner, Romano, Taton, and Vilar, among others, the papers are 
well-grounded contributions to maritime history, or are shown to be faulty in 
the printed discussions. Those who discussed the papers, and whose remarks are 
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appended to each paper, have made this little book a worthwhile acquisition for 
any library of Eurupean maritime history. 
Paut Wavpen Bamrorp, University of Minnesota 





Grain Mills and Flour in Classical Antiquity. By L. A. Moritz. Oxford: The 
Clarendon Press, 1958. Pp. xxvii, 230. 50 s. 


This study of mills, milling, and the coarser cereal foods is a very skilful 
analysis of the literary and archaeological materials. It presents a judicious recon- 
ciliation of the divergent inferences that have been based upon particular sources. 
Although no new archaeological material is available, the careful criticism of the 
literary sources makes it possible to present an extraordinarily satisfactory ac- 
count of the history of milling and the preparation of cereal foods. 

The belief that rotary mills were used in Homeric times rested upon text 
statements in Homer, the use of the word donkey to describe the upper mill 
stone, and a vase painting of the 3rd, or early 2nd, century B.c. Moritz shows 
that the references in Homer afford no basis for any secure inference about the 
nature of the “mill.” There is no evidence to associate the word “donkey” with 
the type of mill so well known from the Pompeian materials, because the paint- 
ing in the Megara vase clearly represents a non-rotary mill, better described as 
a hopper-rubber. The figure of the donkey on the vase is not a part of the repre- 
sentation of grinding shown on the side panels. This conclusion leaves three 
systems of cereal preparation prior to the 2nd century s.c.: the mortar and 
pestle, the saddle quern, and the hopper-rubber. 

The hopper-rubber was an advance over the saddle quern. The lower stone 
was a shallow V-shaped hopper with a slot in the center to allow the finished 
flour or meal to fall through. The upper stone was moved to and fed by a 
lever. These devices were used in Greece as early as the 6th century B.c. and con- 
tinued into the 2nd century s.c. when rotary mills were available. Moritz is 
convinced that the mills described in the comedies of Plautus were of this type. 

Rotary mills were used in Greece for olive crushing, paint grinding, and for 
the preparation of ores, but Moritz sees no evidence of a rotary grain mill. The 
grain mill required a better feeding device than the mills used for other 
purposes. 

The passages in Cato’s treatise on agriculture are, thus, the earliest clear evi- 
dence of rotary mills (160 B.c.). It is presumed that these mills were not then 
new. Two types are mentioned: the hour-glass mill worked by a donkey, and 
the rotary quern worked by hand. Both types are represented by archeological 
items of early dates and there is no means of determining the relation of the 
types to each other. It has been assumed by many that the donkey mill preceded 
the rotary quern, but querns found at Numantia are of such early date that 
they may well represent an independent origin. 

The discussion of the text of Vitruvius is unusually discriminating and there 
are interesting references to the changes in gearing needed to use animal power. 
The review of references to the use of the mill is more extensive than usual. 
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However, no new material is presented on the simpler horizontal mill without 


rs. 
The study of the different grades of flour and meal involves more technical 
detail than can be treated adequately in a short review. This portion of the text, 
however, is of great interest. It throws much new light upon food in antiquity, 

and includes much new material. 
Assott Payson Usner, Harvard University 


Public Ownership and Accountability. The Canadian Experience. By Lloyd D. 
Musolf. Cambridge: Harvard University Press, 1959. Pp. xii, 174. $4.00. 


This is a timely, well-documented study of some of the more perplexing issues 
raised by the increasing importance of public corporations in the twentieth cen- 
tury. In non-authoritarian societies the task of striking a balance between the 
freedom of this corporate device and the controls necessary to ensure public ac- 
countability presents one of the most difficult of the problems facing govern- 
ments. Canada’s long experience with such bodies provides ample material for 
a case study of this aspect of ‘artful government.’ To build a nation and to 
preserve national unity in the face of geographic obstacles and external pressures 
has been an undertaking considerably beyond the capacities of private enter- 
prise, and a close partnership between public and private agencies has been an 
outstanding feature of Canadian growth experience. There has been no alterna- 
tive to a long and continued reliance on public bodies for developmental and 
defense purposes. The absence of laissez-faire, as fact or myth, goes far to explain 
Canadian preoccupation with organizational problems rather than with ideolog- 
ical questions. There are indications now of growing tensions which threaten 
to disturb this working partnership of the past. The emergence of a number of 
strong and aggressive Crown companies during and following World War II, 
and, on the other hand, the increasing tendency for the expanding private sector 
to challenge public agencies in such areas as aviation and communication, calls 
for something more than reliance on ‘pragmatic action to meet a succession of 
problems.’ In the face of these changes, ministerial and parliamentary devices to 
ensure accountability take on new importance. Ministerial responsibility appears 
to have been attained with no loss of flexibility or freedom on the part of the 
public corporation; accountability to parliament, however, is less well established 
and the study closes with a number of suggestions for improvement on this score. 

Mr. Musolf has wisely limited his inquiry to a review of the issues raised by 
the more enterprising and controversial of the forty national corporations in 
existence, the conditions under which these operate, and the controversies cen- 
tering on the delegation of power to such bodies. Concentration on national or- 
ganizations has its merits, although reference to provincial developments would 
have revealed regional differences and ideological divisions which demand some 
qualifications of the argument that pragmatism has been the distinguishing mark 
of Canadian policy. At the national level, present controversy relating to the 
attempts of private concerns to displace or restrict public action suggests divi- 
sions of opinion on the role of government which are likely to widen as the 
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economy grows. As the author indicates, Canadian experience is of value in 
comparative study of the public corporation as it operates in various environ- 
ments, but it is difficult to share his view concerning the adaptability of elements 
of the Canadian system to other countries. The Canadian case is sufficiently 
unique to leave little room for generalizations of value in the study of administra- 
tions operating under very different conditions. From the Canadian standpoint, 
however, this admirable study of an issue of increasing concern in national life, 
and the first extensive treatment of its subject, is a welcome addition to our 
knowledge of this country’s institutions and processes of government. 

W. T. Easrersroox, University of Toronto 





Inland Transport. By C. 1. Savage. London: Her Majesty’s Stationery Office and 
Longmans, Green and Co., 1957. Pp. xvii, 678. Available from British Informa- 
tion Services, New York, $8.55. 


Manpower. By H. M. D. Parker. London: Her Majesty’s Stationery Office and 
Longmans, Green and Co., 1957. Pp. xviii, §35. Available from British Informa- 
tion Services, New York, $7.20. 


These two volumes are part of the History of the Second World War, United 
Kingdom Civil Series. More than twenty volumes have been published to date; 
only a few more remain to complete the story of how the British economy was 
organized to meet the needs of the war effort. The theme of the series is the 
mobilization of resources, human and material, during the period of the war. 
The purpose is to record what was done and to provide, if not blueprints, at 
least lessons for the future. 

The overriding problem during both world wars was the scarcity of men and 
materials. It was therefore necessary to conserve, develop, and allocate these 
resources so as to achieve the maximum results in providing for the war econ- 
omy. Though it was impossible, over all, to convert scarcity into plenty, it was 
possible, by appropriate action, to minister to the greatest needs. “Too little 
and too late” was inherent in the situation, but the effects could be limited. 

Written independently, both volumes tell the same story: how the fumbling 
and dilatory efforts at the beginning slowly gave way to vigorous action and 
all-encompassing control. The period of the “phoney war” aroused neither the 
leaders nor the people to the need for imaginative efforts or serious sacrifices on 
the home front. Even when the need for action became apparent, the govern- 
ment hesitated to introduce drastic changes. As was true in the First World 
War, government policy, whether it came to manpower, or transportation, or 
production, was rarely ahead of and mostly behind public opinion. (Whether 
this was not all for the best, in the sense that when government policy was 
finally introduced it met with very wide support, is a matter that might well 
deserve discussion.) The reputed British genius for improvisation was of inestima- 
ble value in situations which were never static. Problems often arose suddenly 
and urgently, allowing little time for sustained deliberation. While effective and 





136 Reviews of Books 





coherent plans finally emerged, they were arrived at more by improvisation and 
trial-and-error than by the drawing-up in advance of detailed schemes. 

How to deal with labor was inherently the most difficult and the most ex- 
plosive issue. A separate volume by P. Inman tells a more detailed story of labor 
in the munitions industries; Parker’s account deals with problems faced by the 
government in its attempts to stretch the human resources of labor best to fit 
the needs of the war economy as a whole. The leading character is Ernest Bevin, 
who as Minister of Labor was chiefly responsible for advising the Government 
on the policies to be laid down, and when adopted, for administering them. He 
was weather vane and navigator rolled into one. The man who a few months 
before his appointment threatened an all-out fight against labor conscription 
succeeded, as Minister of Labor, in harnessing the workers to the national needs. 
Officially, and apparently largely in his own mind, it was the “principle of volun- 
taryism”—supported, however, by the workers’ realization that those who didn’t 
“volunteer” would be compelled, under the government's powers, to undertake 
assigned tasks. If freedom is, indeed, “the recognition of necessity,” never were 
the British workers so free. But whatever the philosophic arguments, Bevin ,and 
his policies were largely successful and Mr. Parker pays high tribute to Bevin’s 
achievements both administratively and politically. 

Transportation, like labor, has been assigned two volumes in the series. Another 
volume by C. B. A. Behrens deals with overseas shipping, while Mr. Savage's 
topic is inland transport, including coastal shipping. For all its importance, the 
theme is less exciting and the author has done little to enliven it. With a wealth 
of detail, Mr. Savage describes the evolution of government controls over inland 
shipping in order to insure the maximum results for the needs of the war 
economy. Planning was at the start faulty, and Mr. Savage emphasizes that, 
even later, improvisation was more successful than planning. Not until the end 
of 1943 was, for the first time, a planned system of inland transport functioning. 
Mr. Savage raises, but does not discuss, the question of how far the Labor gov- 
ernment, in formulating its program of transport nationalization, was able to 
draw on the wartime experiences. The question can, of course, be enlarged to in- 
clude the extent to which the war contributed not only to the whole pragram of 
the Labor Party, but also how it was responsible for the Labor government itself. 

Samuet J. Hurwitz, Brooklyn College 


The Wage Rate Under Collective Bargaining. By J. Pen (Translated by T. S. 
Preston). (A Wertheim Publication in Industrial Relations.) Cambridge, 
Mass.: Harvard University Press, 1959. Pp. xiv, 216. $6.00. 


The problem of wage determination under collective bargaining has nagged 
economic theorists in the United States for more than a generation. Under cir- 
cumstances where one union deals with one employer, or with one group of 
employers bargaining collectively—a situation now referred to as “bilateral 
monopoly”—a range of wage rates has confronted the economist. The precise 
location of the wage finally arrived at within this range has been said to be 
determined by “bargaining power,” without any highly developed theoretical 





Reviews of Books 137 


structure to show how this happens. It has remained for Mr. Pen, of the Uni- 
versity of Groningen in Holland, to provide such a framework. 

After establishing the range within which the contracted wage rate must 
fall—the limits are fixed by the preference of the employer to lock the employees 
out rather than to agree to a wage rate he regards as excessive and the preference 
of the union to strike rather than to accept a rate which it regards as too low— 
Pen contends that there is a determinate wage which will, for both parties, 
equate their “propensity to fight” with their “estimated risk of a conflict.” Al- 
though these subjective propensities and estimates may not initially be equal 
at the same wage rate, bargaining, in which each side attempts to influence the 
other’s estimates and propensities, will result in a wage rate which satisfies these 
equations simultaneously. 

Behind the propensity to fight and the estimated risk of a conflict which 
each bargaining party holds lie a number of more or less complex factors. Pen 
“ranks” these according to their proximity to the above-described determinants 
of the final wage rate. Unfortunately, in his own words, “The factors lying be- 
hind these [the more obvious determinants of the wage rate] were only superfi- 
cially outlined.” Since it is these underlying factors which contain the data 
available to historians, it is unlikely that they will find his theory complete or 
of great value. The “science of empty boxes” seems again to have produced 
some containers of interesting but peculiar shape into which available data 
will scarcely fit. 

The work is not without substantial merit, however. It is heartening to see 
an economist outline, however sketchily, some of the more fundamental bar- 
gaining powers which the negotiators employ to gain their objects. Classifying 
these as physical, personal, social, administrative and organizational, state, legal, 
political, and economic power, Pen in his theoretical construct, however, includes 
only economic and personal power. This limitation students of labor history will 
find unrealistic. Still, some steps have been taken toward greater recognition of 
the resources of the bargainers. Too, the author has been able to discard the 
restrictive assumptions of “rationality” and “perfect knowledge” and to include 
the impact of the psychologies of the participants in his theory. The problem in 
applying this part of the theory is that subjective evaluations are difficult, if not 
impossible, of measurement and communication. 

Although this theory may not provide too useful a frame of reference for the 
historian, many of the concepts and observations are of value and warrant study 
by those economist historians especially interested in the study of labor. 

Scorr D. Warton, University of Oregon 





American Automobile Manufacturers: The First Forty Years. By John B. Rae. 
Philadelphia and New York: Chilton Company, 1959. Pp. xii, 223. $6.00. 


John B. Rae’s explanation for writing another business history of the great and 
small in automobile assembly is his desire to examine the role of “men with 
some type of technological training” in the organization and management of 
American business. His Preface promises that such an investigation leads log- 
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ically to an analysis of “the general area of the relationship between technological 
change and industrial advance.” This suggested to the reviewer a likely em- 
pirical testing of the Schumpeterian innovation hypothesis, but the inference 
turned out to be incorrect. Rae adds next that the relationship between tech- 
nological change and industrial advance “in turn has to be considered in the 
light of other factors such as sources and availability of capital, accessibility of 
materials and markets, business organization, labor supply, and others.” He 
proposes to “bring these various elements into some degree of order” by way of 
a case study of the automobile industry. 

As a result of the ambitious program outlined in the introduction, the reader 
is tempted to conclude that the work is a theoretical, general economic analysis 
of the industry’s growth up to the mid 1930's. But instead, Rae intends to 
present a special history of businessmen in the industry. The link in his own 
mind between the two types of historiography resides, apparently, in his central 
hypothesis that “business leadership . . . emerges as an essential factor—per- 
haps the most essential factor—in the growth of the automobile industry.” 

There is still some confusion in the reviewer's mind as to whether Rae’s 
statement of his central hypothesis is to be interpreted as having a macro or a 
micro reference. The most likely interpretation seems to be the micro one, that 
is, that business leadership is the most essential factor in the success or failure 
of particular firms. This latter notion, although much less interesting than a 
macro interpretation would be, and indeed almost tautological when “leadership” 
is properly defined, is much the sounder and safer. 

Rae’s work actually is selective narrative history, designed to illustrate his 
theory regarding the requisites of successful business management. The theory 
is not unique with Rae, being for the most part the standard bundle of criteria 
taught in most management seminars. “The men who did the best were those 
who could balance the claims of design, production, finance, and marketing, and 
usually those who were able to assemble a smoothly working combination of 
skills. Sloan’s organization of General Motors is the classic example .. .” (p. 
204). The successful firm requires an “orderly organized structure” and an 
“adequate research staff.” Its management should represent a composite “bal- 
ance of business and technical qualities,” with experience in the industry. It 
should have the astuteness to anticipate “the direction that consumer preference 
was taking,” and implement that astuteness with energetic salesmanship and 
promotion. (The doctrine of perfect consumer sovereignty as applied to the 
automobile market is never questioned.) 

Rae finds conflict between “the technical enthusiast and the businessman” 
widespread in the early years of the industry (for example, in the case of the 
Hupp Motor Car Company), which accentuates the high priority he places on 
achievement of “balance” between the two. 

The key figure in the management composite, however, is “the production 
man—the man who could organize the factory so as to turn out the cars ef- 
ficiently and economically” (p. 51). At least, this ingredient was focal in the 
era with which Rae is concerned. “Above all, the men who built the American 
automobile industry had a passionate devotion to the making of motor ve- 
hicles. . . . Nor was it primarily a matter of making money; they wanted to 
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make automobiles” (p. 204). Such a statement regarding managerial motivation 
should not deceive the reader into underestimating the pecuniary drive, how- 
ever. Indeed, Rae notes (p. 154) the famous statement of Alfred P. Sloan, made 
as the industry reached maturity in the form of a replacement market, that the 
automobile industry was thinking too much of volume production and not 
enough of net profits. He reinforces Sloan’s position with the comment by 
James D. Mooney, President of the GM Export Corporation, that the executive 
who still thought in terms of production for its own sake was now, as of 1928, 
outmoded. 

As to the original question regarding the role of men with some technical 
training, Rae concludes that (1) practically all of the leading figures came from 
the middle of the social and economic scale; (2) most had some technical 
training or experience when they entered the industry; (3) the number of 
college-trained engineers in the first generation of entrepreneurs was “surprisingly 
large,” although they were somewhat outnumbered by machinists and mechanics. 

Rae takes every opportunity, as his story unfolds, to illustrate the proposition 
that failure to conform to the principles of first-class management leads, in the 
long run at least, to decline or demise. Ford is the whipping boy here, especially 
as the industry moves into the era of GM dominance during the 1920's. The 
spectacular achievement of Ford up to 1925 is given due credit, however. 

Certain other major aspects of the high strategy of business management are 
overlooked or treated only casually. These include the formation of price policy, 
relations with dealers, the building of the machinery of consumer credit, the 
vital highway-promotion activity of the industry, and the various forms of civic 
and political work of management, for example, in connection with the tariff. 

It was indicated above that Rae is not much concerned with the economic 
context of managerial decision-making. For example, he invokes the advantages 
of economies of scale and of mass production techniques in order to explain the 
disappearance of many independents, *:: ihere is no systematic analysis of the un- 
bridgeable production and marketing gaps between the big three and the inde- 
pendents. Again, treatment of “the accessibility of materials and markets” and 
“labor supply” (as well as other aspects of labor) is cursory. 

On the other hand, Rae does devote surprising attention to locational matters. 
This may be explained by the fact that entrepreneurial determinants were over- 
riding, according to Rae, in shaping the locational pattern as between (1) New 
England and the Midwest, and (2) the Detroit area and other midwest centers, 

Rae does a better job, in the reviewer's opinion, with the explanation of the 
big three’s success story than he does with that of the failure of the independ- 
ents to survive. All too often the independents depart simply because they are 
weak in management, small in size, and lacking in reserves. The superficial 
treatment of the passing of Hupp is a case in point. Large numbers disappeared 
during the great depression because it “was a storm that only the strong could 
survive.” In general, the little ones lack some requisite of effective management, 
in addition to the fact that they are little. Of course, the analysis of small busi- 
ness mortality is a knotty problem; but if one is committed to an emphasis on 
quality of management as the major explanation, then one runs the risk of 
careening between an intangible morass of highly subjective factors on the one 
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hand and ex post pronouncements of death as proof of incompetence on the other. 
Mr. Rae’s work will probably not commend itself to the theoretically in- 
clined. But it does bring together in an accessible and summary form much 
useful material pertaining to the management history of the industry in the 
period 1895-1935, particularly with respect to the place of engineers and skilled 
technical workers. The book is lucidly written and represents a great deal of 

painstaking research. 
Haroip G. Vartrer, Carleton College 


British Investments in Latin America, 1822-1949. A Case Study in the Operations 
of Private Enterprise in Retarded Regions. By J. Fred Rippy. aianaageie: 
University of Minnesota mam, 1959. Pp. xii, 249. $5.00. 


Since 1945 Britain has given grants and loans to other countries amounting 
to some $5,516 million; and the present annual rate of private investments abroad 
is running to more than half a billion, according to the British Record, pub- 
lished by the British Information Service in New York City. These are sizable 
sums of money for a country that has seemed to be on the downward financial 
path since World War I. The criterion used for arriving at the figures for pri- 
vate investments abroad was not stated. The difficulties of detecting the true 
sums of exported capital may well be insurmountable, even in modern times. 
How much more difficult to find the amount of capital export during the 
nineteenth century! 

That is the task Mr. Rippy has essayed. To have arrived at an accurate figure 
would require knowing the detailed history of every company or individual 
operating in Latin America. In the face of the probable impossibility of such a 
task, the author has chosen to use the nominal or par value of bonds and stocks. 
That such values may not coincide with the true amount of capital imported 
into Latin America is recognized; and the reader is given fair warning. But 
some standard was necessary, and this is the one chosen. 

The beak is divided into three main sections. The first is a general survey 
with the four main breaking points of 1822-1880, 1913, 1928, and 1949. The 
second section traces the story country by country; the third is a comparison 
with investments in other areas of the world, with general conclusions. 

The conclusions are not startling—that investment in Latin America is ex- 
tremely hazardous. Mr. Rippy has stated in his preface that it was suggested to 
him that he might entitle his work A Warning to Prospective Investors. How- 
ever, some individuals, banks, and promotors have made millions, providing the 
magnet which draws the small investor into the net, in Latin America and 
elsewhere. But natural obstacles, disorders, revolutions, the cupidity of capitalists 
and politicians, and, once a business becomes successful, xenophobic nationalism 
leading to expropriation or to extortionate taxation have made Latin America 
more hazardous than in most other areas of the world. British capital fared 
far better in Africa and Asia. 

The result has been some reluctance to embark on ventures in Latin America, 
though the investors have been less frightened than the facts warrant. More- 
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over, where the private investor has lost heart in many cases, governments now 
step in to encourage, guarantee, lend, and give—the taxpayers money. Although 
we think of the United States primarily in this connection, we have not been 
alone. Britain has done the same. The managers of such public monies, the 
civil servants, are even more “liberal” than the old-time promotors were with 
the capital wrung from the unwary private investor. The civil servant has all to 
gain and nothing to lose in dispensing the public largesse. 

In competition with the governments in capital export, the investor might 
well take Mr. Rippy’s final phrase as the real if not stated introduction to any 
prospectus inviting investment in Latin America: “private investors in underde- 
veloped countries seem to have a hard and treacherous road ahead.” 

Baitey W. Dirriz, The City College, New York City 





The Economics of Sir James Steuart. By S. R. Sen. Cambridge, Mass.: Harvard 
University Press. P. 207. $5.00. 


As the vogue for Adam Smith and the economics of automatic equilibrium 
recedes, authors like Sir James Steuart are exhumed, and, to the astonishment 
of many, their dry bones begin to live. The rebukes of obtuseness and obstruc- 
tionism become less and less real; we begin to see, or to think that we see, what 
some of the advocates of control were driving at. It is undoubtedly a worth- 
while game in the present state of the world to try to recover something of this 
frame of mind as it existed historically down to the late eighteenth and early 
nineteenth centuries. Mr. Sen performs the very valuable service of making the 
thought of Steuart both accessible and comprehensible. 

Some of the Smithians of earlier times tended to make a kind of obverse of 
their hero. This led to the identification of Steuart with “mercantilism”-—a 
cabalistical word meaning those who held the ideas that Smith so deftly ridiculed. 
But Steuart was no simple-minded advocate of the collection of legislative pro- 
hibitions that were the Smithian target. He was, in fact, a leading representative 
of the other way of viewing society. He saw it in terms, not of individuals, but 
of groups of men acting in concern and with a sense of identity, within the 
general society of which they were members. He saw certain areas over which 
individualist calculation would serve to produce, in interaction, a reconciliation 
of man to man and some kind of social optimum, but he saw also matters of 
major import with respect to which this was not true. Finally, in seeking the 
means of dealing with such difficulties, through conscious corporate action, he 
attempted to set out a general theory of the economy. 

His eclipse was inherent in the historical situation. Control had in fact be- 
come so full of anomaly as to become an easy object of ridicule. It was without 
any real analytical base; moreover it was modified and rendered increasingly 
messy by the successive emergencies through which the state had passed in the 
previous century. The advocate of a method that is in possession of the field, 
but which has been allowed to degenerate in its practical operation, is on much 
weaker ground than the proponent of change who, though he may have to 
dispel fears of the unknown, is not encumbered by the often more powerful 
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contempt for the known. Finally, poor Steuart, in seeking a general theory of 
the economy, using group action rather than individual, had much the harder 
intellectual task: because those who postulate atomistic individuals, none of 
whom, by definition, is capable of coercing any other, can thus obviate entirely 
the problem of power, resting the whole system upon the “objective” verdict of 
the market. 

Steuart, in fact, was a leading member of a heterogeneous crew of Scotsmen, 
including Sir John Sinclair, George Chalmers, Patrick Colquhoun, John Gibson, 
David Laurie, and a considerable number of others, who represented the 
nonacademic, (or perhaps “nonphilosophical”) element in Scottish thought, 
whose insights, calculations, perverseness, and prescriptions point to other ele- 
ments in the reaction of society in Britain to its changing condition than those 
contained in the Wealth of Nations. 

From a Scots University one wishes that Mr. Sen had said something more 
about the economy of Steuart’s native land, in which he was greatly interested, 
but this omission is perhaps typical of a study that is concerned with concepts 
rather than contexts. 

Anyone who seriously seeks light upon the state of mind of those trying to 
understand the forces at work upon them should avail himself of Mr. Sen’s 
scholarly volume. 





S. G. Cueckianp, University of Glasgow 


Money, Credit, and Public Policy. By Lawrence Smith. Boston: Houghton 


Mifflin Company, 1959. Pp. ix, 757. $6.75. 


Not since the third edition of F. Cyril James’ The Economics of Money, 
Credit, and Banking (New York: The Ronald Press, 1940) has a thoroughly 
satisfactory coverage of the historical development of monetary institutions been 
included in any standard text in money and banking. It is therefore refreshing 
to find Smith agreeing with Schumpeter that economic history is “by far the 
most important” technique of economics (p. 205). The letdown comes in the 
next paragraph, where he reluctantly admits: “The length of this book does 
not permit reaching back as far in the history of money as the writer would like 
to go.” His history, in other words, starts-—as does that of most texts in the 
field—with the American colonies. 

His description of the colonial experience is somewhat fuzzy, and it seems 
strange that there is no reference to Felt’s An Historical Account of Massachusetts 
Currency, one of the more illuminating records of this period. From the Con- 
stitution on, however, his coverage is full and excellent. Indeed, he feels so 
well at home in the nineteenth century that he has not one, but two chapters 
(xii and xxiv) which cover essentially the same material. In other places also 
he is unnecessarily repetitive, and the space saved by pruning this deadwood 
would be more than adequate for fuller historical treatment of early develop- 
ments. 

For the modern period Smith obviously is well acquainted with his facts and 
statistics, and his approach is well grounded in reality, with plenty of illustra- 
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tive material and accurate documentation. The reverse of this is that he is 
somewhat lacking in basic principles as well as in clarity of organization. Per- 
haps he takes for granted the reader’s initiation into such central concepts as 
multiple expansion of bank credit, but one who has not already mastered the 
necessary detail will find little to help him here. Smith starts his treatment of 
credit creation with an imaginative and excellently written description of the 
operation of the goldsmiths (the only example of absorbing writing in the 
book), but then trails off into an examination of the balance sheet which is 
more concerned with minutiae (“customer's liability for acceptances”) than 
fundamentals. Throughout the book he tends to be exhaustive. Since he is lim- 
ited by space, the result is frequently only a sentence or two devoted to each 
idea. This type of treatment would be highly useful as a starting point for 
discussion in an advanced class, since it tends to insure that no point will be 
overlooked, but I have a feeling that the beginning student would find himself 
bewildered in a morass of detail. 

The one basic innovation in this text is an extensive examination of interna- 
tional finance and monetary standards. Nine of the thirty-seven chapters are 
devoted to this topic, all of them, incidentally, prior to the section on com- 
mercial banking. In this respect the book may fill a special need for courses 
emphasizing this area. 





Water W. Haines, New York University 


The Army and Economic Mobilization (Vol. xxxix, The United States Army in 


World War II.) By R. Elberton Smith. Washington: U.S. Government Printing 
Office, 1959. Pp. 749. $5.25. 


Few would contest the statement that the major contribution of the United 
States to the Allied victory in World War II lay in the masses of war materiel 
it turned out to supply its own and Allied forces. This country entered the war 
with an economy long noted for its leadership in mass-production techniques, 
but one almost entirely directed toward the output of peace-time, civilian goods. 
The major problem of the war for this country clearly was to convert to a war 
economy expeditiously and with a maximum degree of efficiency. Since the bulk 
of United States war production was performed under army contracts, Mr. 
Smith’s study of the role of the army in the process of economic mobilization 
may fairly be characterized as central to the whole question of the American 
war effort. Appropriately enough, if disheartening to a reviewer, his contribu- 
tion to the multi-volume official War Department history is as massive in bulk 
as the formidable production figures with which he deals. 

Because the volume is designed to fit a series, there are some arbitrary re- 
strictions in scope. Thus, air force procurement is omitted, as are many of the 
specialized problems that concern the technical services. These subjects are being 
treated in separate volumes. What is left is still an impressive burden to place 
on the shoulders of a single author, especially one as conscientious as Smith. 
Successive sections, each broken down into chapters, deal with prewar plans 
and wartime organization, determination of requirements, purchasing problems, 
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expansion of facilities, production and materials controls, and contract termina- 
tion and settlement. To deal with the content of any one of these sections in a 
short review is a hopeless task; the best that can be offered are a few comments 
on the work as a whole. 

The high professional standards that have characterized the other volumes of 
the War Department history are here maintained in full. Smith combines 
academic training as an economist with a long record of war and government 
service. He handles the mountains of official reports that emanated from military 
and government agencies with both skill and discrimination. If the adjective 
“complex” appears repeatedly, he never dodges responsibility for unravelling the 
threads of a knotty problem and he seldom fails to clarify it. After reading the 
volume one gains a new respect for the pre-war planning done by the army and 
a full appreciation of the constant adjustment in plans and methods of pro- 
cedure that the changing character of war demands imposed on those responsible 
for policy decisions. Smith’s treatment of the several types of war contracts 
utilized by the army, for instance, admirably illustrates the point that there was 
no single nor simple formula that would meet all needs. One suspects, however, 
that most readers will find the volume of more use as a reference book and a 
source of statistical information on the specific topics treated in each section 
than for an over-view of the country’s war effort. It takes a strong stomach to 
digest over seven hundred double-columned pages at one sitting. 

The one criticism I have, aside from ponderosity, has to do less with the 
author than with the nature of official histories. Although some attention is 
paid to personalities and to inter-service conflicts, anyone who lived through the 
war period will miss the drama of the Washington scene in those hectic years. 
Not only is the necessary political back-drop missing, but one gets the impres- 
sion that, even at the highest level of policy decisions, part of the story is 
missing. Also, for all his professional competence and the confidence Smith 
builds up in his over-all judgments, he has not entirely escaped the official dis- 
ease of introducing each section with an “unprecedented” and ending it with 
an “heroic.” The performances of the army and the economy in World War II 
command respect; they also can stand a good deal of criticism. 

Joun Bownpitcn, University of Minnesota 


Canada in the World Economy. By John A. Stovel. (Harvard Economic Studies, 
Volume CVIII.) Cambridge, Mass.: Harvard University Press, 1959. Pp. xiti, 


364. $7.50. 


Professor Jacob Viner’s study, Canada’s Balance of International Indebtedness, 
1900-1913, (Cambridge, Mass., 1924) has long been regarded as the most au- 
thoritative, if not the only adequate, empirical verification of the “classical” 
theory of the balance of payrments—of the processes, that is, by which equilibrium 
is re-established after an initial disturbance, such as the grant of an international 
loan. Vigorously (and, in general, successfully) defended by its author against a 
succession of distinguished opponents, Viner’s study now comes under severe 
and damaging attack by Professor Stovel, a young Canadian-born economist who, 
in this important book, criticizes the statistical basis, the process of verification, 
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and the conclusions of the pioneer work. First written as a Harvard doctoral dis- 
sertation, Stovel’s book retains something of the flavor of its original format, and 
most readers will find it heavy going. But of its significance in the literature of 
international trade theory there can be no doubt. 

The classical theory, as stated by Mill, accorded causal primacy in the re- 
establishment of equilibrium to relative price movements, prices rising in the 
borrowing and falling in the lending country; these price changes would then 
affect the balance of trade, creating an unfavorable trade balance in the borrow- 
ing country exactly equal to the rate of borrowing. Tausig’s refinement of the 
theory stressed the importance of sectoral price changes, rather than changes in 
the general price levels: import prices in the borrowing country would tend to 
rise least while prices of domestic commodities would tend to rise most. But the 
adjustment nevertheless took place via the influence of price changes on the 
trade balance: imports in the borrowing country would tend to rise and exports 
to fall, thus creating the “real” offset to the flow of money capital. 

This is the theory that Viner regarded his work as verifying. Stovel, in con- 
trast, presents what he calls an eclectic theory which rests primarily on shifts in 
demand and income in the borrowing and lending countries. Price changes are 
seen as derivative from these transfers of purchasing power and may in them- 
selves be relatively unimportant in re-establishing equilibrium. Such an eclectic 
theory enables Stovel to take account of factors that Viner ignored or under- 
estimated, notably the influence (on both borrowing and lending countries) of 
the business cycle, secular trends in growth, and innovations. One result is the 
elucidation of a problem that bothered classical theorists such as Taussig: the 
remarkable smoothness and rapidity with which, in the Canadian case, com- 
modity flows adapted themselves to capital flows. A rise in investment in the bor- 
rowing country, in a period of rapid growth, may precede, accompany, or follow 
the transfer of capital from the lending country, so that it becomes unnecessary 
to expect a lag in the trade adjustment. There is, Stovel argues, no necessary 
reason to regard the transfer of capital as the initiating force in a period of ex- 
pansion; it may well be merely one symptom of expansion, analogous to the 
rise ir. domestic incomes and employment. 

With specific reference to the Canadian case analyzed by Viner, Stovel points 
out that, whereas the Mill-Taussig theory would suggest a reduction, or at least 
a retardation, in exports as a result of international borrowing by Canada, in fact 
the value of Canadian exports grew by a remarkable 149 per cent between fiscal 
1900 and fiscal 1914. Stovel’s theory finds no difficulty in explaining this: it was 
actual and prospective increases in wheat exports that led to the capital im- 
ports, as well as to substantial investment out of domestic savings. Both the in- 
crease in exports and the increase in imports of capital were based on innova- 
tions in production and changes in world markets. Hence the increases were 
simultaneous, being the results of a common cause. Viner’s analysis underestimates 
the innovational, dynamic aspects of the period and hence lays exaggerated em- 
phasis on the equilibrating function of relative price movements, which in fact 
played a negligible role. Capital imports into Canada were certainly of major 
importance in the 1900-1913 expansion, but their impact on the balance of pay- 
ments was not via relative price changes but via changes in production functions, 
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investment activity, and levels of income and employment. (For a similar in- 
terpretation, stated more succinctly, see James C. Ingram, “Growth in Capacity 
and Canada’s Balance of Payments,” American Economic Review, March, 1957). 

To some extent, as Stovel recognizes, the efficacy of his attack on Viner’s posi- 
tion stems from his use of theories and concepts developed since Viner wrote, 
notably the theory of the multiplier. But it seems safe to say that economic 
historians will find in Stovel’s analysis, not surprising novelty, but rather power- 
ful confirmation of their own common-sense interpretation of the period. One of 
the strengths of the approach used in this book is in fact its explicit recognition 
of the historical conjuncture. “The changes taking place,” writes Stovel (page 8), 
“are related to the historical uniqueness of the particular stage of Canadian 
economic development and to the fluctuations of the business cycle.” Describ- 
ing his approach as “historical, theoretical, and statistical,” he finds it an easy 
matter to include as relevant to the analysis factors which Viner, concerned to 
test and verify a particular rather abstract theory, could hardly avoid passing 
over lightly. One of the consequences is, of course, that Stovel’s analysis has 
little of the theoretical simplicity and elegance of the classical doctrine; it is, in 
fact, theoretically messy—there are so many factors that are relevant, and they 
can interact with each other in so many possible ways. 

Most economic historians will, I imagine, gladly accept this loss of theoretical 
elegance in exchange for the greater historical explanatory power of Stovel’s 
theory, though they may quail at his obiter dictum that “any quantifying, no 
matter how risky, is frequently better than none.” Unfortunately, the sections 
of the book that are explicitly presented as economic history, particularly 
Chapter 8, “Early Growth,” and Chapter 17, “Economic Development and 
Commercial Policy,” can only be described as superficial and pedestrian. They 
contain careless errors. The British timber preferences were not abolished in 
1846 (page 89); the reduction in that year was one of a series of reductions that 
began in 1842 and continued until 1860. The Homestead Act of 1862 (page 106) 
was passed by the legislature of one of the larger American republics; Canada’s 
Dominion Lands Act was passed in 1872. Stovel’s historical, as distinct from 
statistical, sources are of the older generation, and his use of them is uncritical. 
I was surprised to find no reference to Penelope Hartland’s National Bureau study 
of Canada’s balance of payments, which has been available in mimeographed 
form for some time. On the other hand, one major revision in accepted historical 
doctrine must not escape notice: Canada’s dependence on “triangular balancing” 
in the period 1920-1932 (transactions with the United Kingdom serving as a 
source of dollar exchange to cover the deficit on Canadian imports from the 
United States) has, it seems, been exaggerated (pages 242-44). Canada’s 
current deficit with the United States in that period was mainly offset by capital 
imports from that country plus current surpluses with countries other than 
Great Britain. The error seems to have arisen principally because all grain 
shipped in bond through the United States was designated as an export to 
Britain. Canada’s earnings of other currencies from her transactions with Britain 
in that period were relatively small, while from 1927 to 1932 Canada was actually 
a net supplier of other currencies to Britain on both current and capital account. 

Hucen G. J. Arrxen, University of California, Riverside 
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Risk and Technological Innovation: American Manufacturing Methods during 
the Nineteenth Century. By W. Paul Strassmann. Ithaca, New York: Cornell 
University Press, 1959. Pp. x, 24% 


This provocative and significant study seeks to test by empirical description 
and analysis the sharply contrasted views of Schumpeter and Veblen. Schumpeter 
conceived entrepreneurial activity as creative, but risky. Veblen held that the 
activities of the business men were “at best permissive, not creative, although 
there were ‘comparatively slight and infrequent’ exceptions.” Any risks were con- 
fined to pecuniary aspects of financial stratagems and devices, and not to 
technological problems. By clarification of basic concepts, Strassmann shows 
that innovation is a truly creative process, attended in nineteenth century United 
States with relatively little risk. 

His concept of innovation is broader than that of Schumpeter. It includes 
“experiments and inventions financed by entrepreneurs for proposed innova- 
tions” (p. 11). It conceives of the process as a sequence of small steps taken 
through a considerable period of time; sometimes in close association with a 
sequence of inventions. The discussion of risk recognizes the actuarial meaning 
of the chance of loss in a knowable frequency distribution, and also the alternative 
of unpredictable uncertainties. The rigidity of a formal concept of uncertainty 
must, however, be qualified in respect of innovations, because the component 
factors are predictable. Analysis of components is facilitated by distinguishing 
interference risks, customer risks, and risks of timing. 

In this general framework of analysis, there are substantial sketches of the 
development of key industries, with careful attention to the history of firms in 
the various industries, The survey covers iron and steel, textiles, machine tools, 
and electric power. Within the compass of a short review, it is impossible to 
comment on particular features of these sketches. They are admirable surveys of 
these fields, and afford an unusually clear picture of the history of technology 
and of the leading firms. 

These materials are reviewed in the concluding chapter. In each category of 
risk it appears that conditions in the United States were especially favorable to 
the entrepreneur. Interference risks were reduced to a minimum by the weak- 
ness of opposition from organized labor or from governments that were hostile 
to change. Until the revisions in the interpretation of the patent law in 1908, 
patents were not a source of much difficulty, though the law afforded little 
protection to the inventor. Customer risks were small, because the public was 
ready to accept novelties of all kinds. Timing risks and production risks present 
more difficulties of analysis, but they are not regarded as serious obstacles to 
innovation. Flexibility and freedom from traditionalism made the American 
economy an especially favorable field for the innovator. “Technological innova- 
tion in manufacturing methods had been reduced to a fairly safe and predictable 
routine long before the advent of giant corporation and their laboratories” 


(p. 224). 
Assotr Payson Usner, Harvard University 
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The Anglo-American Connection in the Early Nineteenth Century. By Frank 
Thistlethwaite. Philadelphia: University of Pennsylvania Press, 1959. Pp. viii, 
222. $4.50. 


In this book Frank Thistlethwaite has brought to bear on his wide reading of 
published materials and some manuscript and unpublished items, his enthusiasm 
and experience which grew out of wartime preoccupations with Anglo-American 
relations. And, as readers of The Great Experiment will expect, the result, while 
open to some criticism, is a delight to read. Originally cast as a series of lectures, 
the book examines the community of interests between Britain and the United 
States, chiefly from the War of 1812 to the Civil War when the connection was 
in its most active and simple form. First surveying the economic aspect, the 
author devotes most of his effort to delineating the social structure (based on 
middle-class philanthropic, religious, humanitarian, and political ideas) which 
bound together important groups in both countries. He explains that it was from 
among the “dissenting elements” in England society, those people “who refused 
to conform to the traditional duties of an hierarchical order,” whence came the 
bulk of the merchants, the radicals, the reformers, the immigrants and others 
interested in cementing good relations in the North Atlantic community. The 
United States with its “under-developed economy” and its democratic example 
exerted a tremendous influence which helped to transform both English and 
American life. 

Readers of this journal will be primarily interested in the first chapter, “The 
Economic Relation,” though, of course, this aspect can not entirely be separated 
from other facets of the Anglo-American connection. Herein the author says 
little that scholars who have perused monographs by Albion, Berthoff, Ernst, 
Hidy, and others do not already know. Indeed students of the period might be 
concerned about what Mr. Thistlethwaite fails to mention. There is, for example, 
no mention of the trade in non-ferrous metals, especially tin-plate, which grew 
by leaps and bounds during this period. The relations between English metal 
makers and American merchants are not examined, while those between English 
bankers and American factors in England are only suggested. And the role of 
English artisans, another aspect of this same theme, in developing the copper and 
brass industry in the Naugatuck River Valley is ignored. Admittedly this is 
quibbling which reflects a bias of the reviewer. Other readers will have other 
biases. These comments, however, should not detract from the substantial 
merits of this pervasive and provocative book. 

Late in the volume Mr. Thistlethwaite suggests that there was a “Tory” 
connection, too, with the United States. This is only one of numerous sugges- 
tions that he makes worthy of further probing. It is to be hoped that he will 
continue his studies in this fruitful area of Anglo-American connections in the 
early nineteenth century. Few are better prepared than Mr. Thistlethwaite for 
such work. 

Ricnarp Lowitt, Connecticut College 
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Nederlandse Woorden in het Russisch. Supplement op de Hollandsche Zee- en 
Scheepstermen in het Russisch. By R. Van der Meulen. (Verhandelingen der 
Koninklijke Nederlandse Akademie van Wetenschappen, Afdelning Letter- 
kunde, New Series, Part 64:2). Amsterdam 1959. 


Fifty years ago, Van der Meulen published his study on Russian maritime 
and shipping terms of Dutch origin. (Verhandelingen de Koninklijke Akademie 
van Wetenschappen te Amsterdam, Afd. Letterkunde, New Series, Part 10:2, 
Amsterdam, 1909). The number of borrowed terms listed in that study—not 
counting derivations from borrowings—was close to 1400. The purpose of the 
present shorter study, in which about 425 words are discussed under some 230 
items, has been to revise and/or to supplement the material relating to some 
of the words dealt with in the earlier work, and also to expand its scope by in- 
cluding items other than maritime terms. Very many terms in either study are 
part and parcel of an international vocabulary and appear, in addition to Dutch, 
in other Germanic and, at times, also in Romance languages. In many cases, there- 
fore, it required a good deal of close linguistic analysis before the historical 
attribution of a given foreign word in Russian to a Dutch source could be proved 
or at least be made plausible. Some of these attributions no doubt must remain 
conjectural and may be successfully over-ruled by the claims of competing lenders, 
as is evidenced by material assembled by other scholars (cf. e.g. Clara Thérnqvist, 
Studien iiber die nordischen Lehnwérter im Russischen, Upsala, 1948). Informa- 
tion from various sources must be collated in dealing with such questions, but 
basically these are philological problems, and the present study, as did its 
predecessor, addresses itself primarily to professional philologists. Nevertheless, 
Van der Meulen’s findings should be of considerable interest to economic 
historians. For the mass of Russian linguistic borrowings from Holland was only 
a concomitant of the wave of technological and institutional reforms which swept 
Russia under Peter the Great. The nature of the borrowed vocabulary serves 
therefore to emphasize the peculiar features of the great spurt of economic de- 
velopment in Petrine Russia. 

As was to be expected, the new publication tends to re-emphasize the basic 
fact that Russia was—and still is—indebted to the Dutch for the bulk of her 
shipping terminology. As one scrutinizes the non-maritime borrowings, it is 
easy to notice that they appear to be dominated by terms pertaining to three 
categories: 1) various textile materials, some of which, incidentally, became very 
popular with Russian consumers; 2) various species of fish; 3) various fruits, vege- 
tables, and Genussmittel, mostly for luxury consumption, but including the name 
for the crudest, cheapest, and most popular type of Russian tobacco. More impor- 
tant, however, is the negative aspect of the list, that is the weakness or the near ab- 
sence of two other categories which as a rule play a very considerable role in the 
processes of absorption by backward countries of foreign economic terminology: 
1) business terms; and 2) names of tools and machinery. Van der Meulen’s list 
shows hardly any terms relating to “capital goods” outside the area of ship- 
building; and even the number of designations of shipyard instruments proper 
is quite small. When it comes to business terms, the paucity of borrowings is 
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even more striking: the terms for stocks, stock exchange, and bankruptcy seem 
to exhaust the list. This lopsidedness in the composition of Russian verbal liabili- 
ties vis-a-vis the Dutch is not fortuitous. First of all, it casts a strong light on 
the nature of technological borrowings in periods preceding modern industriali- 
zation. What was being borrowed were “advanced” productive processes that 
could be executed with the help of the traditional, relatively primitive tools. At 
the same time, the absence of business terms from the borrowings serves to 
illuminate the nature of big spurts of economic development under the tutelage 
of the state. In the early years of the 13th century the Dutch were in a position 
to supply commercial terms galore. But the demand was lacking and Russia 
during her classical period of mercantilism was not interested in expanding her 
mercantile terminology by borrowings from Holland, or, for that matter, from 
any other country. i 
In 1910, one year after the pubiication of Van der Meulen’s earlier work, there 
appeared in Russian the study by N. A. Smirnov on Western influences upon the 
Russian language during the Petrine era (Zapadnoye vliyaniye na russku yazyk v 
petrovskuyu epokhu, Sbornik otdeleniya russkogo yazyka i slovesnosti Im- 
peratorskoy Akademii Nauk, Vol. 88:2, St. Petersburg, 1910). That standard work 
contained a list of some 3500 borrowings. About one quarter of them referred 
to shipping terms; another quarter was occupied by terms connected with govern- 
ment administration; the third quarter was held by military terminology; the 
balance was taken up by miscellaneous terms with a preponderance of luxury 
terms imported from France, either directly or via Germany or Poland. Even 
using a very generous interpretation of the concept of business terminology, this 
reviewer was unable to find more than two dozen borrowed words that could 
be stretched to suit the concept. In particular, the lack of accounting terms is 
most revealing. The economic enterprises created during the Petrine spurt were 
not oriented upon a careful calculus of costs and revenues. The State, that is 
the Russian people, was going to foot the bill and profitability or its absence 
aroused little interest. The influx into Russian of foreign—mostly Italian— 
accounting terms was reserved for a later period in which private enterprise had 
acquired greater importance and independence. It would seem that economic 
historians, and particularly those interested in periods of rapid spurts of economic 
development in backward countries, might find it quite profitable to pay close 
attention to the philological counterparts of technological and economic borrow- 
ings. 
ALEXANDER GERSCHENKRON, Harvard University 


How American Buying Habits Change. Prepared by the United States Depart- 
ment of Labor. U. S. Department of Labor. Washington: Government Print- 
ing Office, 1959. Pp. xiv, 253. $1.00. 


This non-technical description and analysis of changes in patterns of consumption 
and standards and levels of living since 1888 will be useful in many ways to the 
economic historian. Though the book documents what is already a widely ac- 
cepted notion of the remarkable rise in levels of living, its usefulness arises from 
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the dove-tailing of various studies on American levels of living. Thus there is 
readily at hand comprehensive quantitative data which, together with numerous 
photographs of different aspects of consumption, reflect the long-run upward 
trend in the material well-being of the ordinary American. Useful as the 
statistical image is, it must, however, be employed with great care. Characterized 
as “representative,” the study tends to exaggerate the contrast between the 
present and the past—undoubtedly the consequence of the use, mainly, of 
averages. 

How American Buying Habits Change is the joint effort of ten members of 
the Bureau of Labor Statistics’ staff. Although drawing upon many primary and 
secondary sources, the authors mainly make use of several Bureau consumer ex- 
penditures surveys: 1888, 1901, 1917-1919, 1934-1936, and 1950. The pioneer 
study of 1875 on the condition of workingmen’s families in Massachusetts under 
Carroll D. Wright’s direction provided the basis for the 1888 and 1go1 studies 
with which he was also closely associated. 

The final chapter, which is a technical comment on the consumption statistics, 
places the quantitative material in perspective, revealing the shortcomings of the 
data and making quite clear just what the data do represent. In line with the 
caveat above on the exaggeration of actual material changes over the years, a 
careful study of this chapter and all the statistical data, perhaps before under- 
taking the entire work, should stand the reader in good stead. Then the remain- 
ing nine chapters may be more meaningfully utilized. They deal in order with: 
the material changes since 1888 and the forces which shaped them; changing 
incomes and consumption patterns; housing and homeownership; housekeeping 





and the home; changes in food and diets; changes in clothing and personal care; 
levels of health and medical care; the revolution in transportation; and, finally, 
leisure in its many dimensions. 


Cuartes Horrmann, Queens College 


Herbert Hoover and the Great Depression. By Harris Gaylord Warren. New 
York: Oxford University Press, 1959. Pp. x, 372. $7.00. 


The historian of the Hoover administration encounters difficulties. No au- 
thoritative study will be possible until President Hoover opens his presidential 
papers at Stanford to scholars; and this, in spite of the examples set by his two 
successors in the Presidency, the former President still firmly declines to do. In 
the meantime, a substantial interim history of the administration could be written 
by a scholar prepared to dig into the packed filing cabinets of the National 
Archives. Mr. Warren, alas, did not attempt this. Nor did he use available 
manuscript diaries, like that of Hoover's Secretary of State, Henry L. Stimson. 
Nor did he ever seek to interview survivors of the Hoover period. His book is 
based entirely on published sources. As a result, it adds lamentably little to our 
knowledge of Hoover’s fight against the depression. 

Even if, however, the book contained no new information, it is conceivable 
that exceptional qualities of interpretation or judgment might still justify it. 
In this respect, Herbert Hoover and the Great Depression is perplexing and 
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unsatisfactory. Half the time the author seems committed to a belligerent 
vindication of Hoover against what he calls the “customary biased, prejudiced, 
and grossly unfair accounts of Hoover's presidency” (p. x). He writes: “The 
people en masse do not follow reason, but only emotion. John Quincy Adams, 
Woodrow Wilson, and Herbert Hoover all discovered that a President must not 
put too much faith in offering steadily glowing embers, however bright, to 
people who want fireworks” (p. 167). He chides “journalistic historians . . . 
laying on with savage sweeps, chiding and scorning the President for his 
professed optimism. They were so positive, those men like Frederick Lewis 
Allen! They had no responsibility other than obedience to a most nebulous code 
of ethics” (p. 148). 

Then, a moment later, Mr. Warren himself seems quite as positive (or as 
negative) as the unfortunate Mr. Allen. Thus he criticizes Hoover's “false 
optimism (p. 193), his refusal “to consider fundamental facts” (p. 194), has 
clinging “with wonderful stubbornness to the idea that local resources should be 
able to take care of hunger and misery” (p. 183), his being “unduly frightened 
by the B.E.F.” (p. 235) his “inflexible ideology” (p. 255), his faith in the pro- 
tective tariff (ch. vii) and the gold standard (p. 280). Even Charles Michelson, 
whom Mr. Warren condemns, rarely excelled such a passage as this: “Had 
Hoover never seen any of the scores of Hoovervilles? Was he blind to the 
thousands and millions who had exhausted their savings, were doubling up with 
relatives, were burning their furniture because they had no other fuel? Did he 
not know that thousands of children, for whom he had promulgated the verbose 
Children’s Charter, were going to school, if they went at all, with inadequate 
clothing, unattended diseases, and undernourished bodies? . . . No matter how 
often he denied it, people were starving in the midst of plenty. They were 
starving physically, and a dry rot had set in which could provide an excellent 
seed bed for communism” (p. 208). 

Mr. Warren does not attempt an economist’s evaluation of Hoover’s anti- 
depression policies; for example, the question whether the presidential passion to 
balance the budget hastened or retarded recovery is not considered. In the main, 
his book suggests that Hoover was splendid in general but defective in most 
particulars. The trouble is that taking both sides of an argument with equal zest 
does not add up to historical judgment; objectivity is one thing and schizophrenia 
another. And, since particulars have more impact than generalities, the work is 
likely to confirm for most readers the criticisms historians have generally made 
of Mr. Hoover’s presidency. 





Artuur M. Scuvesincer, Jr., Harvard University 


L’origine du prolétariat romain et contemporain. By Romuald Zaniewski. 
Louvain: Editions Nauwelaerts, 1957. Pp. 400. 350 frs. b. 


In attempting to describe the origins of and the theories which have been 
held about the Roman and contemporary proletariats, Mr. Zaniewski has under- 
taken a formidable task. The Roman discussion, confined almost entirely to 
Servian Rome, is little more than an attempt to prove that the Servian proletarii 
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were honnétes hommes. After idealizing the corporative system of the ancien 
régime, a system he claims was undermined by the irreligious philosophes, he 
devotes a long chapter to showing that the Industrial Revolution was the 
principal cause of proletarian growth. Mr. Zaniewski then argues that the rapid 
growth of industrial cities was the result of migration from rural areas; thus, 
proletarian misery (about which he is most definite) was caused not by high 
proletarian birth rates, but by capitalistic exploitation which was unchecked by 
the liberal state of the first half of the nineteenth century. 

Turning to theories about the formation and essential characteristics of the 
proletariat, he belabors the classical economists (and not always accurately in 
the case of Adam Smith) for neglecting the human rights of the proletariat and 
for justifying the exploitation of the workers, He then argues that three Catholic 
writers anticipated most of the Marxist ideas and that the Chartists presented the 
issues so clearly that “Engels et Marx n’eurent rien a y ajouter” (p. 342). In 
his final attack on Marxism, he takes the position that social mobility has now in- 
creased to the point that the proletariat is being deproletarianized. 

While there is a need for a comparative analysis of existing knowledge of the 
effects of modernization on the working classes, economic historians will learn 
surprisingly little from this work. To start at a general level, for Mr. Zaniewski 
a proletarian is a free laborer who lacks property and must sell his labor for 
such low wages that no saving is possible and the laborer and his family are 
bound to remain permanent and hereditary wage earners (p. 328). A definition 
that involves such relative unknowns as real annual wages, volume of savings, 
and social mobility is useless to the historian, at least at this stage of our in- 
vestigations. Assuming that we had the data to use this definition, we might even 
find that western Europe has had but few proletarians in its history. 

His description of the Ancien Régime is much at fault. Granted that ideas 
were important in the coming of the French Revolution and in the abolition of 
the guilds, it is surely incorrect to refer to Rousseau as the “principal artisan de 
la Révolution francaise” (p. 69). Unfortunately though, this error indicates the 
level of his knowledge of the Enlightenment. Mr. Zaniewski does not bother to 
refute the attacks made by the philosophes on the guilds. Nor does he mention 
that Colbert, hardly a philosophe, also struck at the guilds for their restrictions on 
production or that Englishmen, with the least paternalistic state in Europe, 
probably had the highest level of living. The rapid growth of a virtually land- 
less class in many European countries in the eighteenth century also goes un- 
noticed, as do the works of C. E. Labrousse, G. Lefebvre, J. U. Nef, E. Heckscher, 
and others. 

Mr. Zaniewski’s discussion of industrialization and enclosure hardly suggests 
that these processes brought about important economic growth. There is no men- 
tion that real wages in England were highest north of the coal line, or that 
enclosure probably increased employment. Needless to say, he does not cite E. 
Gilboy, J. D. Chambers or other recent investigators on these points, and although 
he does refer to J. Clapham and T. S. Ashton, there is no sign that any of their 
significant findings affected the argument. Although Mr. Zaniewski could have 
buttressed his case by citing the works of J. Drummond and A. Wilbraham, 
R. N. Salaman, R. S. Tucker, and G. D. H. Cole, he does not do so. Considering 
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that much of the book is concerned with the analysis of English industrialization, 
it is obvious that the discussion is of little value. I should also add that his 
argument on proletarian birth rates is quite unconvincing. 

Numerous other criticisms could be made, but perhaps my comments are un- 
just in that the book may not have been directed at economic historians at all, 
but at the proletariat in the hope that (p. 12): “. . . ce mouvement populaire 
évite les erreurs de ses prédécesseurs, les réformateurs bourgeois; qu'il tienne 
compte des paroles des papes . . . avertissant le monde devant le désastre de la 
laicisation de la vie privée, de |’Etat et de ses institutions, triste conséquence de la 
Révolution Frangaise. 

Il est donc d’importance vitale que les réformateurs futurs, quelle que soit 
leur origine, mettent au-dessus de la “volonté du peuple,” si capricieuse et 
changeant, les lois immuables de Dieu et les préceptes de son Evangile.” 





Joun T. Krause, The Ohio State University 
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Dr. Penrose’s theory of the process involved in the growth of firms is 
based on extensive field research, and a thorough examination of the 
literature written on the subject of business. The author gives a logical, 
consistent, and’ self-contained theory of this crucial process, and the 
limits to the size of firms. Many illustrations are provided, although 
no © area “testing” of the theory is attempted. 

¢ book presents systematic discussions that are real contributions to 
economic literature, such as—an analysis of the economics of diversifica- 
tion, growth through merger, and the industrial significance of limita- 
tions on the rate of growth. 


1960. 272 pages. illus. $6.00. 


Send for your examination copy. 
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NEW NEW NEW 
SOVIET ECONOMIC POWER: 


Its Organization, Growth, and Challenge 
ROBERT W. CAMPBELL, University of Southern California 


Based on extensive research sponsored by foundations, universi- 
ties, and governments, both in the United States and in countries 
outside the Soviet Union, this timely book presents a clear and 
consistent picture of the Soviet economy. Readers need no 
previous training in economics. The author, formerly a Fellow 
at the Russian Research Center at Harvard, introduces concepts 
required for evaluating Soviet economic performance through- 
out the discussion. The text should prove valuable as supple- 
mentary reading for the student of Russian history and Soviet 
government, as well as for the student of comparative economics, 
principles of economics, economic problems, and economic 
development. 
224 pages 1960 cloth $3.50 
paper $2.25 
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| aoth ANNUAL MEETING 


|. 7 | © OF THE ee 
Oo} OMIC HISTORY ASSOCIATION 


Philadelphia, Pennsylvania ° 
September 9-10, 1960 


"Tweme: All-purpose dimensions of research in economic 
ae history 
oe » \JPRIDAY, SEPTEMBER gth : 
rene AM=Seur I; Temporlapecs of cori cage, Care 
_ - Goodrich, Columbia University: “Economic History and 
| i Ecohomic Growth: Two areas or one?” 
_ meneapon: John T. R. Hughes, Purdue 
ay Sarees Head Uae 


Cae “Twenty Ycars of Association Activities.” 

a Hl —Sermcs Il: Communication and economic development. 

; _. W. T. Easterbrook, Toronto University: “The conceptual - 
x _srrsoteno ones get ra aa 


a M. J. McLuhan, Toronto University 
; hp E, Robinson, University of Wash- 


: flere ona; Smcecy. Mabbeaty 
, ~ 33-08.) SATURDAY, SEPTEMBER 1oth |, 
ww AM>-Seuce I: Spacial differentiation and ecanomic change. 
‘Henry W. Broude, Yale University: “The high utility 
of regional studies for the elaboration af: national eco- 
nomic histories.” 
Discussion: Walter Isard, University of Pennsylvania 
Klaus H. Wolff, Middlebury College 
Andrew H. Clark, University of Wisconsin 
ON) SOG ER, Som uadaties tine 


| ay pe Seem TV: The penetrative power of the price system. 





i he “ya PM Aros Banquet 


/ Drscussion: Bernard Barber, Columbia University 
Norman W. Taylor, Lawrence College 
Arthur H. Cole, Harvard University 


Toastmasraa: Carter Goodrich, Columbia University 
Passwwenriat Apoanss: Thomas C, Cochran, University of 
Pennsylvania 























